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DEFENSE PRODUCTION ACT 
PROGRESS REPORT—NO. 32 


WEDNESDAY, JULY 6, 1955 


EXECUTIVE SESSION 
(Made public by direction of the committee, July 14, 1955) 


ConGrEss OF THE UNITED STATES, 
Jornt Commitrer ON Derense Propucrion, 
Washington, D. C. 

The joint committee met, pursuant to call, at 2:25 p. m., in room 
F-39, United States Capitol Building, Washington, Representative 
Paul Brown (chairman) presiding. 

Present: Representative Paul Brown, Senator Capehart, Repre- 
sentatives Rains and Talle. 

Also present: Harold J. Warren, clerk and counsel; A. E. Pierce 
and Robert J. Wilson, professional staff; William L. Ellis, Chief of 
Investigations, General Accounting Office; Robert F. Keller, Assist- 
ant to Comptroller General; George Jaffin, Joseph M. Mannix, special 
investigators; Joseph Gregory, William C. Clark, and Richard Sin- 
clair, investigators. 

Chairman Brown. The committee will come to order. 

This committee was called to have an executive hearing relative to 
a letter written by the Comptroller General to me about some 
contracts. 

After we hear the presentation we will decide whether we should 
go further into the matter. 


STATEMENTS OF WILLIAM L. ELLIS, CHIEF OF INVESTIGATIONS, 
AND ROBERT F. KELLER, ASSISTANT TO COMPTROLLER; AC- 
COMPANIED BY RICHARD SINCLAIR, INVESTIGATOR, GENERAL 
ACCOUNTING OFFICE 


Mr. Exxas. I might introduce Mr. Keller first, who is the Assistant 
to the Comptroller General. 

Chairman Brown. We are glad to see you, sir. 

Mr. Ketxer. I just want to make a very brief statement. We sent 
this case up to Congress at the same time that it was referred to the 
Attorney General, because we think there are indications of a conflict 
of interest here, but we feel that there are three definite points in- 
volved. One is this conflict of interest, possibly, which I just men- 
tioned, Secondly, is the type of contracts that were being let, which 
were involved in these three contracts, whether they were really a 
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good business deal for the Government. Thirdly, even if they were 
good contracts, whether at the time they were let, the conditions justi- 
fied these contracts for zinc production at the time. 

This committee, as you know better than I, has had the watchdog 
job of the Defense Production Act. That is why we are here. Mr. 
Ellis is prepared to give you a brief summary of each of the cases, 
the facts in each one. 

Mr. Exuis. Mr. Chairman, these reports issued out by the Comp- 
troller General were prepared in the Office of Investigations of the 
General Accounting Office, which has had occasion to examine a num- 
ber of the transactions under the program of the Defense Material 
Procurement Agency which is now incorporated into the General 
Services Administration under the name of the Materials Division of 
the Emergency Procurement Service. 

You will recall that that program was set up under the law 
of 1950, mostly for the purpose of expanding the means of production 
of the strategic materials that are needed for war, in 1950, in the 
terrible year of Korea. 

A number of means were provided in that act to accomplish the 
result. For example, subsidy payments to folks whose cost of pro- 
duction of essential materials is higher than the ceiling price by OPS. 
That was one method. Another method is the purchase of the mate- 
rials from producers at above the market price. Another way is a 
guaranteed loan or an advance of funds to a producer. 

Senator CarpeHart. Would you yield? 

Mr. Extis. Yes. 

Senator Carenart. The law gives them the broad power to do that; 
is that it? 

Mr. Extis. Yes. 

Senator CaprHart. Nothing specific in the law, just the general 
broad power? 

Mr. Exxis. There are a certain number of restrictions in the law; 
yes; otherwise the power is broad in that sense. 

Senator Carenart. Do we leave it to the broad judgment of the 
Executive ? 

Mr. Exuis. There is a lot of discretion. 

Senator CaPEHART. You say they could pay more than the market 
price. They could pay more than the OPS price at the time. Read 
that portion of the law which gives that authority. 

Mr. Exits. Section 301, section 302, and section 303—these are the 
pertinent sections of the Defense Production Act of 1950. Section 
301—they are a little long. I did try to summarize them here. 

Senator CaprHart. Maybe they are too long to read. 

Mr. Extis. I have them summarized on the first page—the first part 
of the report. 

Section 301 authorizes designated agencies to guarantee loans to 
expedite production of procurement of materials for national de- 
fense—guaranty loans being the key under section 301. Section 302 
authorizes loans to private enterprises for production of strategic and 
critical materials. The first is the guaranty of a private bank loan 
and the second is the direct Government loan. 

Third is the purchase of materials even above market prices. 

Senator CapeHart. Are you reading from the law now? 

Mr. Extis. I was reading from the summary. 
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Senator Capenart. Does the law say above the market price? That 
is what I want to know. 

Mr. Extis. Section 302 is subject to certain limitations in subsec- 
tion (a). The purchases may be made without regard to limitations 
of existing law, such as quantities, conditions, including advance pay- 
ments, and up to 1962, except that purchases or commitments to pur- 
chase involving higher than established ceiling price or market price 
or anticipated loss on retail shall not be made unless it is determined— 
here is the point. You want to know what the restriction on the 
purchase at a higher market price is, and here it is: We cannot pay 
over the ceiling or market price unless it is determined that the supply 
could not be effectively increased by lower prices or even better terms, 
more favorable to the Government, or the purchases are necessary to 
assure the availability of overseas supplies. 

Senator Careuart. That is a broad restriction. 

Mr. Exxis. Yes; after making that finding they are free then to 
go ahead and pay over the market price. 

Senator Carenart. If they find that is the only way they can get 
them and feel they need them, then they can pay over the market price. 
They can pay above the OPS price at that time. They could make 
loans for production or they could guarantee loans for production. 

Mr. Exuis. Yes. 

Senator Carenart. Anything else? 

Mr. Exuis. You included subsidy payments in your list? 

Senator CareHart. How would the subsidy payments work / 

Mr. Exuts. The producer merely agrees to produce the thing. The 
Government pays him 10 cents a pound, maybe 6 in the W. M. & W. 
case, pays him a certain amount for each pound he produces and sells 
on the market. The Government doesn’t take the goods at all. All 
those various methods were available. 

Senator Carpuart. He sells at the market price, but they might 
pay him 5 cents above the market price in the form of a subsidy. 

Mr. Extis. Yes. 

Senator Carenart. Does anybody know how many contracts on 
zinc—I presume zinc is the thing we are discussing here today almost 
100 percent; is that a true statement ? 

Mr. Kewxier. Yes. 

Senator Carenart. Does anybody know how many contracts were 
issued, entered into, covering zinc, where all these things listed here 
were used ¢ 

Mr. Etuts. As to subsidies, there was only one. 

Senator Carenart. Do we have a complete list where loans were 
made, where contracts were made above the OPS price, above the mar- 
ket price? Do we have all of that? 

Mr. Extis. Just one subsidy. 

There were about 9 domestic and 2 foreign contracts shown in what 
we call the floor price; that is, purchased at a minimum price, and 
thus the Government assumed the risk of maintaining the market 
price. 

Nine domestic floor prices contracted for, Senator, then two more 
foreign floor price contract; one subsidy. 

Of course, there is one other type of benefit that I didn’t bring up 
here today, because I don’t have much on it, but there were many cases 
where tax amortization certificates were granted. 
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Senator CapeHart. That was general to everybody. 
Mr. Exxis. Quite similar to many other programs. 
Senator CareHart. Quite similar to other things? 
Mr. Exits. Yes, but this was in the general ‘nature of the same 
program. 

Chairman Brown. Your letter referred to a contract with three 
lirms. 

Mr. Exuis. Yes; this report undertakes to cover only three par- 
ticular cases on which we found particularly serious questions. This 
doesn’t undertake to be a review of the entire progam. 

Senator Carenart. My next question is: Does the proposed law 
that the Senate committee just reported out, which will be handled on 
the floor of the Senate tomorrow, still give them the right to do all 
of these things we just enumerated? Is the bill that the Senate com- 
mittee just reported out as broad as the old law? 

Have we made any changes at all since 1950 in respect to the matters 
we are discussing? Does : anybody know ? 

Mr. Warren. I think the law is substantially the same as it was 
then. 

Senator Capenart. Then they still have the right to do all the 
things you enumerated a moment ago, buy above ‘the market price, 
make loans and subsidies, and all that? 


Chairman Brown. We have a copy of the bill in the House. There 
is no change in it. 

Mr. Exuis. Our report gives a little background on the breadth of 
this program on page 8. DMPA was successful in getting approval 
for zine projects totaling $74 million, which resulted in an estimated 
net loss to the Government of $8 million in the purchase and resale 
of zinc. Of course, some losses were contemplated, where there was 
a real need for material, where there was a real strategic deficiency. 

Senator Carenarr. Was there ever a period since January 1, 1950, 
when there was a real shortage of zinc? 

Mr. Exits. We think not, but there is a difference of opinion on 
that. We tried to set out in the chronology of events how during 
the year 1950 it is true that zine was listed as one of the strategic and 
critical materials. However, it was very low on the list and we think 
it never got really critical. 

Senator CareHartr. The thing we are checking into is whether this 
man Young deliberately favored his own company or deliberately 
favored those with whom he had a financial interest. 

Mr. Exits. Yes, sir; there are three points that were common to 
these cases. They were bad business deals. Second, they were 
entered into—— 

Senator Carenart. You criticized the man, but you cannot put him 
in jail for poor judgment. 

Mr. Exxis. Not on that. 

Senator Carenarr. I think you could, if he made money on his 
poor judgment, if he gained financially. 

Mr. Evtis. That comes up under the third point. There is a possi- 
bility on that. We have sent it to the Justice Department, and I 
cannot give an opinion on what the answer is. 

The first characteristic of the three deals is they were plain poor 
business deals. The second characteristic is that they were under 
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the excuse of real emergency needs for zinc when there was no such 
emergency need for zine. 

Third, in all three deals Mr. Young’s company, strangely, seemed 
to come in for a great deal of the benefit. 

Senator Carenartr. Through virtue of helping the zinc? 

Mr. Ex.is. Smelting, different ways under each of the contracts. 
They had the right to ) smelt the zine that was provided by the three 
firms. They did have the right to do the smelting. That gave them 
a source for their mill. 

Senator Carenarr. Where is Young now? 

Mr. Exxts. The last I heard he is at St. Louis and still the head 
of American Zine & Lead Smelting Co., and still the head of the 
American Mining Congress, and still a consultant with GSA. 

Senator Capenartr. How long was he connected with the Govern- 
ment ? 

Mr. Exuis. This covers a period from 1951 to early 1953. 

Chairman Brown. What did he do that was wrong? 

Mr. Exuis. He made bad business deals under the excuse of an 
emergency, when there was no emergency, all of which actually 
operated to benefit his own company rather than these three contrac- 
tors involved. 

Chairman Brown. Did anybody else say there was an emergency 
or just he alone? 

Mr. Enis. Practically no one but Mr. Young found any emergency. 
Everybody else said there was no emergency. He said there was, 
and everybody else said there was not. That is all listed in our review 
of the zinc situation, the chronology. 

For example, Mr. Young takes the job in September 1951. He 
assumes the position on a noncompensated basis of Deputy Admin- 
istrator of this organization, DMPA. The head of the organization 
was Mr. Jess Larson, but I call to your attention that Mr. Larson was 
also head of GSA, which occupied a tremendous portion of his time. 
That left Mr. Young running DMPA. 

On the 2d day of November the agency of the Department of the 
Interior, the Bureau of Mines, Defense Minerals Administration, 
urges the curtailment of the zine program, the suspension of the 
tariff, because the emergency is passed. 

Within 2 weeks Mr. Young has a press conference and announces 
the Government is going into a zine supply program. The zinc 
supply was in a serious situation according to him. 

Senator CarprHart. Was it? 

Mr. Exuis. No; the figures here demonstrate that it was not. 

Representative "Rarys. Were those figures available to him or was 
it his opinion against somebody else’s opinion ? 

Mr. Rizss. He will say it is his opinion against somebody else’s 
opinion. 

Representative Rarns. Was it his decision ? 

Mr. Extts. The final decision was in the ODM, which was supposed 
to lay down the policy. 

Senator Carruarr. Who was the head of ODM? 

Mr. Exits. This is ODM now. The first one back from ODM was 

called the DPA, the Defense Production Administration, which was 
sort of a policy forming agency. Manly Fleischmann or Mr. Fowler 
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was the head at that time. They were the policymaking agency and 
possibly could have prevented every one of these. I am not sure of 
that. That is a question of opinion. 

Senator Carenart. Was Larson head man over Young? 

Mr. Exuis. Yes, sir. 

Senator Carenart. Did Young report to Larson ? 

Mr. Exits. Yes. 

Senator CarpeHart. Could Larson have stopped it ? 

Mr. Exuis. Yes. But Larson was the head, running GSA. 

Senator Caprrenart. Either Larson or Fleischmann could have 
stopped it, either one of them? 

Mr. Euuis. That is correct. That is my understanding. It is 
possible that DPA, Mr. Fleischmann would say his — was 
not that strong. He was the head of the policymaking bod 

Senator Capenart. Are you recommending that we have Mr. Young 
come before this committee and explain his acts ? 

Mr. Exuis. It is not for me to make recommendations to the com- 
mittee, but it seems to me—— 

Senator Capenarr. It might be wise. 

Chairman Brown. What would your attorney say about that? 

Mr. Ke.ier. I think that is entirely up to the committee. I do 
want to mention this one thing again. I think before the committee 
decides what they want to do, they may want to consult with the 
Justice Department to see what plans they may have. They have 
only had this case a week, the same time that the committee has. 

Representative Rains. You say Manly Fleischmann, for instance, 
had authority to stop it. You say he is the policymaking man. Is 
this a matter of policy or is this a matter of poor judgment or a de- 
liberate effort on the part of this man Young to defraud; which is it? 

Mr. Ex1is. I can’t help personally but believe that it was a delib- 
erate method to do something wrong. 

Representative Ratns. There was nothing wrong with the policy, it 
was just the way he carried it out? 

Mr. Exxis. There was no excuse for this policy on zinc. ODM 
would have trouble explaining that. 

Representative Rains. I agree with you. I see a lot of stuff being 
bought under law that there 1s no excuse for buying. In this instance 
there was no excuse for buying it. 

Mr. Exuis. That is true. ODM had the authority to stop this 
buying. Time after time they refused grandiose plans which were 
presented to them. Tremondous plans were presented to make the 
total production 1 million and some tons per year, great plans were 
presented which DPA did cut down. Individual projects, however, 
were justified on this basis, moral commitments, “We had told this fel- 
low to go ahead. They hired people.” They "called it a moral obli- 
gation, ‘T call it an immoral obligation. 

Representative Ratns. Would you say that most of the benefits and 
most of the money went to Young and his companies? 

Mr. Extis. It is hard to say “most.” A good deal of it did. A good 
deal was claimed lost through poor business. (See p. 309.) 

In the Mid-Continent case, he tried to get a bank loan. That was 
the deal in the first place. They were to have a guaranteed bank 
loan for $325,000 to set up the mill. Two banks started to ask em- 
barrassing questions. They started to say, “We will only lend this 
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money, even on a Government guaranty, if you will let us set up a 
proper organization to disburse it, to make sure we pay the bills that 
the loan is for.” 

That became too embarrassing, so they turned it back to the Gov- 
ernment and said, “We will have to have our loan from the Govern- 
ment. 

That was allowed by Mr. Young. They changed the deal from a 
guaranteed loan to a uniauman advance. 

oer CarrenHart. Did Young own stock in the three little com- 
panies 

Mr. Exxis. No. He owned stock in American Zinc & Lead. Through 
their wholly owned subsidiary they were beneficially interested in 
the deals of each of these three aa in different ways, which I have 
listed here. For example: W. M. & W. owed American Zinc a loan 
of thirty-thousand-and-some-odd dollars from a prior advance. 

Senator Capenart. To American Zinc & Lead? 

Mr. Exxis. Yes. That was more than the owners of W. M. & W. 
had in there. 

Senator Carenart. Did American Zine get the $30,000 back when 
these loans were made? 

Mr. Exxis. That was one of the purposes we think. I don’t believe 
they did, because it was peaated 

Mr. Gregory, is that right? 

Mr. Grecory. The contract was terminated. However, there is 
no indication whether the money was paid back or not, whether they 
got the $30,000 back. 

Mr. Exxis. That is one way American Zinc stood to benefit. 

He was a creditor who maybe could be put into good shape and they 
would get their money. Also they could do the smelting. 

Senator Carenart. On August 20, 1954, the President ordered the 
purchase of 300,000 tons of zine. 

Mr. Ex.is. That is comparativley small. 

Senator Carenart. What is the yearly production of zinc? 

Mr. Extis. That was in 1954, a year after this. 

Chairman Brown. What I am primarily interested in is: Did Mr. 
Young have stock in these three small companies ? 

Mr. Exxis. MacArthur is the one—in making the deal for this 
advance to MacArthur it was required that MacArthur enter into 
an agreement with Young’s company, the American Zinc, for the 
production and smelting of the slab zinc. Another agreement was 
executed December 6, 1951, with the same company, American Zinc. 
That is the wholly owned subsidiary of Mr. Young’s company under 
which they boonttntal guaranteed this company an outlet for the 3 
million pounds of slab zinc at a favorable floor price of 1714 cents per 
pound. Negotiations for this agreement between MacArthur and 
American Zinc began before the Government contract was signed. 
They were in a contractual relationship, so a help to MacArthur was 
a distinct help to American Zinc. 

The other two are the same way. In the Mid-Continent case, for 
example, the American Zinc had an unusual put arrangement in this 
way. Mid-Continent amended its contract with American zinc to 
allow American to exercise Mid-Continent’s right under the put clause 
of the Government contract. If Mid-Continent could not deliver the 
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zine at the fine price, American zine would be pleased to do so at a 
price above the market. 


(GAO explanatory note follows :) 


It is not alleged that the Government would have or did accept any American 


Zine products except that resulting from Mid-Continent’s or MacArthur’s 
concentrates. 


If it went up, if the market price went up, they would not want to 
do so. 

Chairman Brown. How much did Young get? 

Mr. Exxis. He drew nearly $80,000 from the firm during each of 
the 3 years he was supposed to be working for the Government. How 
much was attributable to this, no man can say. 

Senator Carenart. He didn’t get any pay from the Government! 

Mr. Ex.is. He worked without compensation. 

Senator CapeHart. Did he get a per diem? 

Mr. Ex.ts. I believe not. That point was made to us, “very patri- 
otic, he didn’t get anything.” 

Representative Rays. Do you know whether or not Young had 
any part in the organization or the setting up of Mid-Continent ? 

Mr. Extis. Mr. Sinclair will answer that one. 

Mr. Srnciarr. It has been reported to us that it was through his 
encouragement that Mid-Continent was organized for the purpose of 
coming into Government contracts. 

Senator CaPeHarr. Where are these companies located? 

Mr. Exxts. They are all out in Kansas and Missouri. For example, 
in Mid-Continent, if they made a smelting charge of 5 cents a pound 
and their stuff had been delivered this way, they would have a gross 
of $740,000; that is, American Zine would gross $740,000 as a charge 
for the smelting, aside from their other benefits under the opportunity 
to put. 

Senator Caprnart. Are there other smelters than American? 

Mr. Exuis. Yes. They have about 10 percent of the total capacity, 
but under all these deals they were in on 47 percent, I believe. Under 
all these Government deals for domestic zinc, they managed to be the 
smelting outfit for 47 percent. 

Senator Capenart. Whereas they normally had 10 percent of the 
total production ? 

Mr. Etxis. Yes; in some of the cases there are smelters located much 
closer to the mines than American Zinc, but they were bypassed for 
American Zinc. One of them, the Government contract said very 
innocently : 

A condition of this contract is Mr. Contractor, that you enter into a suitable 
smelting contract with American Zine Co. of such an address, or some like 
operator. 

Wasn’t that the language? Some like smelter. Of course, the 
head of the company they were supposed to deal with, American 
Zinc, was R. A. Young, the son of Howard I. Young, who was presi- 
dent of the overall company. 

Chairman Brown. Who represented the Government in signing 
this contract ? 

Mr. Exits. Some were signed by Mr. Young, as I recollect, and 1 
or 2 by Mr. Larson. 

Chairman Brown. Somebody above him had to sign the contract. 
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Mr. Exuis. Larson did the signing on Young’s recommendation. 
The report is replete with a showing that the officials from one end 
of the organization to the other opposed these transactions. The 
Comptroller of General Services Administration pointed out how the 
companies were not good business risks, they were marginal or sub- 
marginal operators. They had no money in the deal. They were 
failures. 

The RFC and the banks had refused them a loan. 

Senator Carenarr. Did they ever deliver any zinc 4 

Mr. Exxts. There was a little delivery in W. M. & W. None was 
ever delivered by Mid-Continent. 

Senator Carenarr. Did the Government lose any money on it? 

Mr. Exuis. Three-hundred-odd-thousand dollars. 

Senator Carprnarr. On Mid-Continent ? 

Mr. Extis. Yes. 

Senator Carenart. What about MacArthur? 

Mr. Exxis. Only $45,000. 

Senator Carenart. Did MacArthur ever deliver anything? 

Mr. Exuis. A small amount, 600 tons. 

Senator Carenarr. What about the third one? 

Mr. Exits. Seven hundred tons in W. M. & W. The Government 
loan was $34,000. No; that was the loan that American Zine made. 
The subsidy was $18,000 that was paid in the W. M. & W. case. All 
these amounts sound small, because all three jobs failed. The point is 
how much it would have cost. 

Senator Carenart. Are all three companies out of business? 

Mr. Exuis. Mid-Continent is very active in trying to collect some 
claims from the Government. Otherwise I don’t believe they are do- 
ing anything. MacArthur is in receivership. 

Senator Carenarr. MacArthur has a bill to collect some money 
from the Government. 

Mr. Exuis. Yes. That is from a World War II deal which is not 
involved in this matter as we understand it. The point is that every 
official except one, as I recollect, opposed these ied and pointed out 
that they were not only bad business deals, but the zinc was not needed, 
and the companies were poor credit risks, but Mr. Young pushed, 
pushed, and urged them. 

Chairman Brown. At that particular time did any other company 
attempt to get a contract besides these three firms? 

Mr. Exxis. Can you answer that, Mr. Sinclair? 

Mr. Stncuarr. Yes, sir; there were other companies involved in 
applications for contracts and advanced payments. 

Representative Rains. Were they getting contracts at the time you 
stated the zinc was not needed, other companies, also, or were they 
just giving them out to this particular setup ? 

Mr. Exxis. There were 1 or 2 or 3 others in about the same period ; 
yes. 

Representative Rarns. Did they deliver or not ? 

Mr. Exuis. We have not made a detailed examination in the other 
cases, only the summary that we have in this table. 

Kepresentative Rains. 1 was interested when you said that one of 
the companies, about the only business it had, was promoting claims 
against the Government. What claim would that company have 
against the Government ? 
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Mr. Exuis. That is a good question. I would like to know why they 
have a claim at all. They are proposing a claim and the General 
Services Administration is seriously proposing to pay for it. 

Senator Carrnart. There are four claims. Private bills have been 
introduced in the Senate. Two have been introduced by Senator 
Schoeppel and two by Congressman George. They were introduced 
for the purpose of reimbursing MacArthur for losses they sustained 
because the Government didn’t live up to its contract. 

Mr. Ex.is. That is correct. The Mid-Continent is filing claims and 
pressing them very vehemently with GSA and up until a few months 
ago they were ready to pay them. ‘To us is due the credit or blame 
for stopping them. 

Senator Carenart. I have a memorandum. I don’t know who 
wrote this. I would like to read it. 


Because of steady decline in prices and production, Mr. Young urged further 
aid to domestic producers, but ODM and DMPA withheld broad program approval. 
An expansion program emphasizing the hardship suffered by the domestic mines 
due to curtailment was submitted to ODM by DMPA July 18, 1952, when the 
market price was 15 cents. ODM found that the recommendation was based on 
facts and conditions existing in January 1952, and rejected the proposal. Mr. 
Young’s contention was that DMPA was morally obligated to make purchase 
contracts with people involved in exploration work for the Government. 

Who prepared this? 

Mr. Pierce. I prepared that. That is taken from the General 
Accounting Office report. 

Mr. Exuis. So far as you read the contracts themselves, there is no 
occasion for any claim at all. All we said to Mid-Continent was, “We 
will lend you $325,000 for vou to build your plant with. Y ou pr oduce 
so many tons of material, which we will buy at such a price.” 

It is just a plain business deal. For security on the loan the Govern- 
ment was supposed to get a valid mortgage on the plant being built. 
The trouble is that the whole $325,000 was wasted on administrative 
expenses, on salaries. That was the money that was supposed to go 
into equipment. They got a much bigger mill and they bought the 
mill from American Zinc. The Mid-Continent plan was a 400-ton-a- 
day mill. They figured the $325,000 capital was enough to provide a 
mill for what they needed. After they got the credit “American Zine 
convinced them they needed a 1,200-ton-a-day mill, which cost them 
$100,000 more, which is where the money was thrown away. (See 
p. 309.) 

The Government made the advance. They never finished the mill. 
They owe a lot of bills. ‘That is where the claims are supposed to be. 
Mid-Continent hired some people, had some other suppliers supply 
them with material, ordered stuff beyond the amount of their available 

capital. ‘Those bills have not been paid. There is supposed to be a 
ae commitment of somebody to pay these bills. Who, we don’t 
know. Who may be back of the idea that there is a basis for a claim, 
we don’t know. 


Nevertheless, GSA up to February of this year was insisting that 
these claims be paid. 


Represent: itive Rains. Did the Government ever contract to pay all 
the debts ? 


Mr. Exxis. No contract; no. There may have been oral under- 
standings. 


Representative Rains. I am talking about contracts. 
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Mr. Eux1s. No, sir; there is no excuse whatever, in my judgment, for 
recognizing these as claims against the Government at all. They are 
all put on the basis of moral obligation, as if these poor suppliers are 
supposed to have helped the Government when the Government had 
no = with them whatever. I don’t know whether you gentle- 
men have heard of Federal Judge Chesnut’s opinion on these matters. 
That is a very significant thing. 

Over a year ago, at the insistence of certain people GSA consid- 
ered further these claims and submitted the entire matter to a very 
eminent Federal judge, Calvin Chesnut, who had just retired over in 
Baltimore, a United States district judge, a very high type judge, with 
long Federal experience. The question submitted to him was: Is there 
any legal, moral, or any other basis for making payments in these 
claims ¢ 

Judge Chesnut heard the entire matter, came to a number of meet- 
ings, interviewed Mr. Young and the claimants, everybody involved, 
and examined the entire record in GSA and said: 


The ultimate question on which you have asked my opinion is whether there 
is any legal, moral, or equitable basis for reconsideration by your Agency of 
the application made by the Mid-Continent Mining Corp. for a further advance 
of $75,000. As a result of the review of your Agency’s files and after very full 
conferences with the parties in interest as above stated, my very clear con- 
clusion is that there is no such basis for reconsideration by your Agency. 


Furthermore, he added the rather ironic note: 


It is also, of course, elementary that the administrative agency of the Gov- 
ernment in making contracts to bind the Government is expected to exercise 
prudence and care and reasonable good judgment in expenditures in public 
funds. That duty is, of course, a public trust. 

Notwithstanding that firm opinion by the retired United States 
judge who had been called upon to make a finding on behalf of the 
Administrator, months afterwards the Administrator was in the proe- 
ess of dealing with Mr. Clough of Mid-Continent. When we heard 
about it, I called the folks on the phone and told them we had a 
serious report on the matter which I hoped they would consider before 
they paid out money. They argued with me that the man was in the 
next room and they would probably settle with him that afternoon. 
I told the man he would do well to see the report first. In a few days 
we got over a strong letter, and the payments were withheld. 

Pretty soon a reply came back quoting the War Powers Act and 
other basis for consideration and telling us that these were proper ap- 
plications to be considered, or something like that. 

The Comptroller General has advised in very strong terms that 
these payments do not have any possible validity or even moral excuse. 

Representative Rains. Do you say a while ago there were private 
bills pending in the Senate to pay these outfits ¢ 

Senator Carenarr. Yes. 

Chairman Brown. Have you furnished the Judiciary Committee 
with a letter similar to the one you furnished this committee ? 

Mr. Ketirer. Yes. It was a few days later in getting out. 

Chairman Brown. You furnished it to the committees in the Sen- 
ate and in the House? 

Mr. Ketuer. Yes, sir. 

Chairman Brown. Senator Capehart has made a suggestion, and I 
think it is a good one, that we get the testimony of the people here, 
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get the transcript, and then invite Mr. Young here and get his side 
of the story. Don’t you think that would be ‘the best thing ? 

Mr. Keuier. It couldn’t do any harm. You would have both sides. 

Chairman Brown. If you have anything else to offer for the record, 
let’s get it all together, so the members of the committee will be fa- 
miliar with the whole story. 

Representative Rarns. May I make a suggestion? I wish they 
would put it together in a little more narrative form than just this 
chronological order. Give us more facts, if you could. 

Mr. Kevier. There is a summary in each of the reports. 

Chairman Brown. What do you think about that ? 

Senator Carrnarr. They ought to build up the case, give us the 
questions we should ask Mr. Young. 

Representative Tatie. I get the impression from reading the ma- 
terial I have here that Mr. Young was eager to build up an industry 
at a time when it was very much depressed ; is that true ? 

Mr. Exuis. I think it is true that he was certainly eager to build it 
up. I have a question as to whether it was actually depressed. The 
prices were double what they were a few years before. In 1950 zine 
went way up from about 814 cents to 17 cents in the course of a few 
years. Production was in the neighborhood of 1,600,000 tons. I 
don’t know that it would be fair to say that they were depressed. 
They were doing pretty good business. 

He wanted to build it up some more, there is no question about that. 

Senator Carenart. Is there anything in the Defense Production 
Act that gives the right to build it up purely on an economic basis? 

Mr. Exis. I don’t think so. 

Reperesentative Tatte. I am not trying to justify what he did. My 
impression in looking at the material, which is pretty sketchy, is that 
he was enthusiastic about the industr y and that he was trying pretty 
hard to expand it. 

Mr. Exuis. Notwithstanding the Bureau of Mines people telling 
him the zine situation had eased. His own people told him that the 
zine program no longer had any basis. The stockpile procurement 
program, with the same broad idea, although it was a different: pro- 
gram, also was eased up because it was pre actically filled. 

We had left out of World War II 70 percent of the zinc required 
for our then stockpile, 5 years later. Notwithstanding an accumu- 
lation of advice from a dozen sources to the effect that the zine situa- 
tion has eased, that there was no critical need for it. Notwithstand- 
ing that, Mr. Young insisted, we must have a bigger program. We 
must make loans. We must have more production. We must have 
more smelting for the American Zinc, Lead & Smelting Co. 

Representative Tate. I see contracts were entered into from the 
30th of June 1951 right down to the 14th of May 1953—a number of 
them. There were 12 contracts there apparently, running from June 
30, 1951 to May 14, 1953. 

Mr. Exxis. That is about right. 

Chairman Brown. One of these companies was subsidized. 

Mr. Extis. Yes. 

Chairman Brown. To what extent ? 
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Mr. Exuis. Actually, $18,000 was the amount of the subsidy paid. 

Chairman Brown. Did Young benefit any from the subsidy to that 
company ¢ 

Mr. Extis. His company had thirty-thousand-odd dollars coming 
from this company, and that was more money than the owners had in 
there. Their capital investment was around twenty-some-thousand 
dollars in this firm. They owed young’s firm $30,000. So a subsidy 
arrangement is effected by the Government by which the Government 
pays W.M.& W. Weare not able to demonstrate whether W. M.& W. 
paid Young’s firm or not, but they were in a position to pay off. 

Chairman Brown. He ought to know if we invite him here. 

Senator Carpenart. Did the legal advisers determine whether Young 
did or did not have a right to increase zinc production purely from 
an economic standpoint under the Defense Production Act ? 

Mr. Jarrin. I would be inclined to doubt that. It seems to me the 
purpose of the Defense Production Act was to make available criti- 
‘ally and strategically needed materials. 

If the domestic industry should be subsidized, there were other 
methods for doing that. The primary purpose of the Defense Pro- 
duction Act was not to subsidize industry but the need for the mate- 
rials. Foreign sources could be utilized where necessary and that 
was true in the zine situation. That act so provided. 

Representative Tate. In that same connection and tying up with 
what I said a moment ago, about 12 contracts, which I see listed here, 
running from the 30th of June 1951 to the 14th of May 1953, here is 
information indicating that between the 1st of June 1951 and the 22d 
of May 1953, 41 companies were given tax-amortization certificates 
for the purpose of zinc expansion. 

I am having some difficulty in understanding this situation. If 
41 companies got tax-amortization certificates for the purpose of 
expanding zinc production, these contracts were made here, how could 
the industry be in good shape and all of this go on? 

Mr. Exxis. I don’t know that I would understand that there is any- 
thing inconsistent between the issue of tax certificates and the question 
of whether the industry was in good shape. That was done in 1951. 
Tax certificates were issued to the Potomac Electric Power Co. They 
were issued to some of the biggest firms in the country. That was 
done on the basis of permitting earlier amortization of wartime 
expenditures. 

There is no doubt all of these were issued. Mr. Young approved 
every one of them. I don’t doubt his motivation was in part what 
you indicated—to help the industry. He was head of the American 
Mining Congress. I believe he still is. Undoubtedly that is part of 
his motivation. 

We tried to summarize at 1 point in the report that Mr. Young had 
3 jobs at once, head of the American Mining Congress, and as such 
trying to do his best for the industry. 

Secondly, he was head of the American Zine & Lead and drawing 
$79,000 a year, undoubtedly trying to do his best for that firm. 

Thirdly, he was supposed to be working for the Government. We 
found that those three interests became increasingly and obviously 
incompatible, and we still think they are. 
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Representative Tate. It would appear from the contracts listed 
here and the large number of tax-amortization certificates given to 41 
companies, that from his point of view he believed that a lot of expan- 
sion was necessary. 

I am not passing judgment on whether that was true or not. 

Mr. Exuis. He will say that undoubtedly, and undoubtedly this 
much of that was true, that a lot of expansion would be desirable in 
Mr. Young’s eyes that would be of benefit to American Zinc and to the 
industry. Whether such expansion was necessary is quite another 
question, and we think this collection of material demonstrates that 
it wasn’t necessary not so much in 1951. 

Remember he came to work in September, and most of the deals we 
are talking about were at the end of 1951 and the summer of 1952. I 
don’t know that we would object any to the deals about the time he 
came to work, during the fall of 1950 and the spring and summer of 
1951. In December of 1951, the signs began to change. Materials 
began to pile up. The Bureau of Mines urged the curtailment of the 
zinc expansion program in November of 1951. 

It was from then on that we think an enlightened public interest 
would have called for a reconsideration of this program. Instead of 
reconsidering the program Mr. Young worked just the other way and 
says, “It is time to expand the program instead of retracting.” 

The ODM urged the same thing. Everybody urged against it 
except Mr. Young. But he was the active Administrator. While 
many of his programs were turned down by ODM, still specific jobs 
were agreed to, and those are the jobs that we here are reporting on. 

Representative Tate. It does seem that Mr. Young should be 
here to explain his contrary view. 

Chairman Brown. How long will it take to get this record? I 
think each member ought to be furnished with this record before we 
interogate Mr. Young. About how long would it take us to get it? 

Mr. Prerce. I don’t know what to say. 

Mr. Warren. The transcript of this record ? 

Chairman Brown. Yes. 

Mr. Warren. We will have that tomorrow morning. 

Chairman Brown. Do you want to furnish us anything further 
for the record ? 

Mr. Exxis. The committee has our report. It is a little hard to 
explain complicated transactions and get it across orally. If the 
members have occasion to read even the summaries of the report, you 
can get it in much better fashion than I can give it orally. Also this 
document which we prepared, we prepared a chronology first of the 
zinc situation and then of the three deals. 

If you have time to consider the three pages, it will show the very 
day that everybody is showing that the zinc situation is easing, Mr. 
Young turns around and says, “We need a contract for more zinc.” 

(Discussion of the record.) 

Chairman Brown. Mr. Reporter, we will make a part of the record 
Executive Order 10182 issued by the President, and also Executive 
Order 10205. 
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(Executive Order 10182 and Executive Order 10205 are as follows: ) 


TITLE 3—THE PRESIDENT 
EXECUTIVE ORDER 10205 


AMENDING EXECUTIVE ORDER NO. 10182 * RELATING TO THE APPOINTMENT OF CERTAIN 
PERSONS UNDER THE DEFENSE PRODUCTION ACT OF 1950 


By virtue of the authority vested in me by the Defense Production Act of 
1950, approved September 8, 1950 (Public Law 774, 8ist Congress), it is here- 
by ordered, effective November 21, 1950, as follows: 

1. Subsection 101 (a) of Executive Order No. 10182 of November 21, 1950, 
is amended to read as follows: 

Section 101. (a) The head of any department or agency delegated or assigned 
functions under the Act is hereby delegated the authority provided by subsec- 
tion 710 (b) of the Act to employ persons of outstanding experience and ability 
without compensation. Authority to employ persons under this subsection 101 


(a) in any such department or agency shall not be redelegated by the head of 


such department or agency. 
2. Subsection 201 (d) of the said Executive Order No. 10182 is amended to 


read as follows: 

(d) In the case of appointments under subsection 101 (a) hereof, exemption 
hereunder shall not extend to the receipt or payment of salary in connection 
with the appointee’s Government service hereunder from any source other than 
the private employer of the appointee at the time of his appointment here- 
under. 

3. That part of section 301 of the said Executive Order No. 10182 which 
precedes paragraph (a) thereof is amended to read as follows: 

SEcTIoN 301. Appointments under subsection 101 (a) of this order to posi- 
tions other than advisory or consultative shall be supported by written certi- 
fication by the head of the employing department or agency. 


Harry S. TRUMAN. 
THE WHITE Hovuss, January 16, 1951. 


[16. F. R. 419, January 17, 1951] 


TITLE 3—THE PRESIDENT 
EXECUTIVE ORDER 10182 


PROVIDING FOR THE APPOINTMENT OF CERTAIN PERSONS UNDER THE DEFENSE PRODUC- 
TION ACT OF 1950 AND PRESCRIBING REGULATIONS FOR THEIR EXEMPTION FROM 
CERTAIN CONFLICT-OF-INTEREST STATUTES 


By virtue of the authority vested in me by the Defense Production Act of 
1950, approved September 8, 1950 (Public Law 774, 8ist Congress), hereinafter 
referred to as the Act, it is hereby ordered as follows: 


PART I 


SecTION 101. (a) The head of any department or agency delegated or assigned 
functions under the Act pursuant to Executive Order No. 10161, of September 
9, 1950, is hereby delegated the authority provided by subsection 710 (b) of 
that Act to employ persons of outstanding experience and ability without com- 
pensation. The authority delegated by this subsection 101 (a) may not be 
redelegated. 

(b) Such heads of departments or agencies are further delegated the authority 
provided by subsection 10 (c) of that Act to employ experts and consultants, 
or organizations thereof. 

(c) Such heads of department or agencies are further delegated the authority 
provided by subsection 10 (d) of that Act to utilize the services of Federal, 
State, and local agencies and to utilize and establish such regional, local, or 
other agencies, and to utilize such voluntary and uncompensated services as may 
from time to time be needed. 


115 F. R. 8013. 
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Sec. 102. The head of any department or agency delegated authority pursuant 
to subsections 101 (a) and 101 (b) of this Part shall be guided in the exercise 
of that authority by the following policies: 

(a) So far as possible, operations under the Act shall be carried on by full- 
time, salaried employees of the Government, and appointments under this 
authority shall be to advisory or consultative positions only. 

(b) Appointments to positions other than advisory or consultative may be 
made under this order only when the requirements of the position are such 
that the incumbent must personally possess outstanding experience and ability 
not obtainable on a full-time, salaried basis. 

(c) In the appointment of personnel and in assignment of their duties, the 
head of the department or agency involved shall take steps to avoid, to as great 
an extent as possible, any conflict between the governmental duties and the 
private interest of such personnel. 

Sec. 102. The authority delegated by subsection 101 (c) to utilize at the re- 
gional and local levels voluntary and uncompensated services is not subject 
to the policies prescribed in section 102. Such authority may not be exercised, 
however, to fill positions subject to the Classification Act of 1949. 


PART II 


Sec. 201. Any person employed under Part I of this order is hereby exempted, 
with respect to such employment, from the operation of sections 281, 283, 284, 
434, and 1914 of Title 18, United States Code, and section 190 of the Revised 
Statutes (5 U. S. C. 99), except as specified in the following subsections : 

(a) Exemption hereunder shall not extend to the negotiations or execution, 
by an appointee under this order, of Government contracts with the private 
employer of such appointee or with any corporation, joint stock company, as- 
sociation, firm, partnership, or other entity in the pecuniary profits or contracts 
of which the appointee has any direct or indirect interest. 

(b) Exemption hereunder shall not extend to making any recommendation 
or taking any action with respect to individual applications to the Government 
for relief or assistance, on appeal or otherwise, under the provisions of the Act 
made by the private employer of the appointee or by any corporation, joint 
stock company, association, firm, partnership, or other entity in the pecuniary 
profits or contracts of which the appointee has any direct or indirect interest. 

(c) In the case of appointments under subsections 101 (a) and 101 (b) hereof, 
exemption hereunder shall not extend to the prosecution by the appointee, or 
participation by the appointee in any fashion in the prosecution, of any claims 
against the Government involving any matter concerning which the appointee 
had any responsibility during his employment under this order, during the period 
of such employment and the further period of two years after the termination of 
such employment. In the case of appointments under subsection 101 (c) hereof, 
exemption hereunder shall not extend to the prosecution by the appointee, or 
participation by the appointee in any fashion in the prosecution, of any claims 
against the Government growing out of any matter with respect to which the 
appointee was personally concerned in his official capacity during his employ- 
ment under this order, during the period of such employment and the further 
period of two years after the termination of such employment. 

(d) In the case of appointments under subsections 101 (a) and 101 (b) hereof, 
exemption hereunder shall not extend to the receipt or payment of salary in con- 
nection with the appointee’s Government service hereunder from any source 
other than the private employer of the appointee at the time of his appointment 
hereunder. 

(e) Exemption from sections 434 and 1914 of title 18, United States Code, shall 
8 ee to persons appointed as experts or consultants under subsection 101 
(b) hereof. 


PART III 


Sec. 301. Appointments under subsection 101 (a) of this order shall be sup- 
ported by written certification by the head of the employing department or 
agency : 

(a) That the appointment is necessary and appropriate in order to carry out 
the provisions of the Act; 


(b) That the duties of the position to which the appointment is being made 
require outstanding experience and ability; 
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(c) That the appointee has the outstanding experience and ability required 
by the position; and 

(d) That the department or agency head has been unable to obtain a person 
with the qualifications necessary for the position on a full-time, salaried basis. 

Sec. 302. The heads of the departments or agencies making appointments 
under this order shall file with the Division of the Federal Register (for public 
inspection but not for publication) a statement including the name of the ap- 
pointee, the section of this order under which he was appointed, the employ- 
ing department of agency, the title of his position, and the name of his private 


employer. 


Sec. 303. All appointments under subsections 710 (b), 710 (c), and 710 (d) 
of the Act shall be made under the terms of this order after the date hereof, 
and appointments heretofore made under those subsections of the Act shall be 
deemed for all purposes to have been made under this order upon compliance 
with the preceding sections of this part. 

Sec. 304. At least once every three months, the Chairman of the United States 
Civil Service Commission shall survey appointments made under this order and 
shall report his findings to the President and make such recommendations as he 
may deem proper. 

Harry S. TRUMAN. 

THE WHITE House, November 21, 1950. 


[Contained in Vol. 15, No. 228, F. R. Nov. 23, 1950, p. 8013] 


tepresentative Rains. Are you going to invite him to testify or 
subpena him to testify ? 

Chairman Brown. Invite him. We would like to have a copy of 
this record beforehand. I don’t know when you can get him here. 

Mr. Warren. In executive session, I assume. 

Chairman Brown. Yes. What do you suggest about that? 

Mr. Prerce. Mr. Chairman, I heard this morning that Mr. Young 
was in town. Whether that is so or not, I cannot say. But I heard 
that. 

Chairman Brown. It is very difficult now to set a date for a hearing 
when we have all of these committee meetings, voting all the time, 
2 or 3 rollcalls. 

Senator Carenart. Why couldn’t the staff ascertain when Mr. 
Young can appear and notify us? 

Chairman Brown. All right. This would be a good room to use. 

( Discussion off the record.) 

Senator Caprnart. One of these gentlemen ought to be permitted 
to ask questions. We ought to do this right and be fair to Mr. Young 
as well as the Government. 

Chairman Brown. Mr. Ellis, can you be here? 

Mr. Exits. Yes, sir. 

Chairman Brown. I will also permit Mr. Young to ask you 
questions. 

(Discussion off the record.) 

Chairman Brown. The committee will stand in recess. 

(Whereupon, at 3:20 p. m., the committee recessed subject to the 
call of the Chair.) 
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THURSDAY, JULY 14, 1955 


CoNGRESS OF THE UNITED STATES, 
Jornt COMMITTEE ON DEFENSE PRODUCTION, 
Washington, D. C. 


EXECUTIVE SESSION 
(Made public by direction of the committee, July 14, 1955) 


The joint committee met, pursuant to call, at 10:40 a. m., in room 
F-39, United States Capitol Building, Washington, Representative 
Paul Brown (chairman) presiding. 

Present: Representative Paul Brown, Senators Robertson, Spark- 
man, Capehart, and Bricker, Representatives Patman, Rains, Gamble, 
and Talle. 

Also present: Harold J. Warren, clerk and counsel; A. E. Pierce 
and Robert J. Wilson, of the professional staff; Howard Young; John 
Lane, counsel to Mr. Young; Jess Larson, attorney ; Albert H. Greene, 
attorney; John Griffiths, cocounsel to Mr. Young; Matthew Hale, 
staff, Senate Banking and Currency Committee; Orman Fink, House 
Banking and Currenc Committee; William L. Ellis, chief of investi- 
gations; Richard G. Sinclair, investigator ; George Jaffin, special in- 
vestigator; Joseph Gregory, investigator ; W. Carl Clark , inves- 
tigator; Joseph M. Mannix, special investigator. 

Chairman Brown. In July of 1954, this committee conducted hear- 
ings concerning loans extended to the United States Tin Corp. 
During the course of that hearing the Administrator of the General 
Services Administration stated that there were four other operations 
which he felt were very questionable. 

Among the four, he listed an advance of $325,000 to the Mid-Conti- 
ae Corp. and an advance of $45,000 to the MacArthur Min- 
ing Co. 

The committee staff requested summaries on Government trans- 
actions with these companies and others thereafter. 

During the course of these studies by the committee staff, it was 
determined that the General Accounting Office was compiling infor- 
mation on the Mid-Continent Mining Corp., the MacArthur Mining 
Co., Inc., and the W. M. & W. Mining Co., Inc. 

The advances which were made to these companies, or the subsidies 
which were paid, were under authority of the Defense Production Act. 

The Joint Committee on Defense Production has the responsibility 
of making a continuous study of the programs authorized by the 


19 








20 DEFENSE PRODUCTION ACT 






























Defense Production Act and of reviewing the progress achieved in 
the execution and administration of such programs. 

When the reports of the General Accounting Office concerning the 
three above companies were made available to this committee, an 
executive session was called on July 6, 1955, to receive a report from 
the General Accounting Office on their findings. After receiving this 
report, the committee voted on July 6, 1955, to invite Mr. Howard I. 
Young, the Deputy Administrator of the Defense Materials Procure- 
ment Agency from 1951 to 1953, to meet with the committee in execu- 
tive session. The clerk and counsel of the committee was asked to 
communicate with Mr. Young and ascertain a date which would 
be convenient to him. 

I would like to say that no public statement was made at the con- 
clusion of the July 6 hearing, since it was the desire of this com- 
mittee to first hear Mr. Young with respect to the three mentioned 
contracts and related matters during his period of Government service 
as Deputy Administrator of the Defense Materials Procurement 
Agency. 

“Mr. Y oung, I would like to say that the role of this committee is 
simply to ascertain the facts in connection with carrying out our 
responsibilities under the Defense Production Act. 

We had hoped to do so in a quiet manner through executive ses- 
sions. No charges are being made against anyone by this committee. 
I assure you that there is no desire within this committee to prejudge 
this matter, and as you appear before this committee this morning 
we are not unmindful of the time which you have devoted to Gov- 
ernment service in various official capacities. I recall that about a year 
ago you came to the committee office at your own expense and assisted 
the committee by summarizing certain matters of which you had 
knowledge. 

I realize that after the period of time which you have been out of 
the Government service you may require the help of others in supply- 
ing you with figures and records. For this reason, ODM and GSA 
have each been asked to have a representative here to aid in this 
manner. 

Mr. Young, I suggest that you first begin by summarizing your 
Government service, and then cover in your own words any part. which 
you may have had as Deputy Administrator of DMPA ‘i in the three 
contracts mentioned. 

On the three contracts, Mid-Continent will be the first. Before we 
go into that I understand Mr. Larson is here and he has an engage- 
ment. He has a short statement he wishes to make. You might go 
ahead. Then we will call on Mr. Young. 


STATEMENT OF JESS LARSON, ATTORNEY, AND FORMER ADMINIS- 
TRATOR OF THE GENERAL SERVICES ADMINISTRATION AND 
THE DEFENSE MATERIALS PROCUREMENT AGENCY 


Mr. Larson. I don’t have a prepared statement. My name is Jess 
Larson. I am an attorney here in Washington, and I appear at my 
own request. I do not professionally represent Mr. Young nor his 
company nor anyone else in this industry. 
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I was the Administrator of General Services from the time it was 
organized in July of 1949 until I left the Government service in 
January of 1953, at the time of the change of the administration. 

In the course of that service and as a result of the emergency brought 
about by the Korean conflict, and as a result of the necessity for obtain- 
ing raw materials in the strategic and critical material categories, 
there was organized within the Government, as a result of the passage 
of the Defense Production Act, certain activities toward the end of 
expanding this production. 

A part of that responsibility was placed on the General Services 
Administration by statute. 

There was a divided responsibility as a result of the manner in 
which the organization was first set up. The Department of the 
Interior, operating through the Bureau of Mines, had certain respon- 
sibility of planning and programing and GSA had the responsibility 
of contracting and supervising. 

The reason General Services Administration was assigned that 
responsibility, I might say, is because in its organic act setting up 
the agency it was charged with the responsibility of wide procure- 
ment within the Government, including the procurement of strategic 
and critical materials, and had assembled some staff and technical 
know-how in that field. 

As a result of this divided responsibility between two agencies of 
the Government, the program elened and the public suffered. 

In order to correct that, sometime in August of 1951, I believe 
President Truman as a result of a study by the Bureau of the Budget 
set up by Executive order an organization known as the Defense Ma- 
terials Pr ocurement Agency, and because of the close related activities 
of General Services Administration in the procurement field with the 
program and planning for the expansion of these items of critical 
material, it was decided that they should be operated closely together, 
and as a result of that decision I became the victim of wearing two 
hats. 

I was appointed Administrator of the Defense Materials Procure- 
ment Agency and at the same time I continued my responsibilities in 
the General Services Administration. 

As a result of my experience in the old War Assets Administration 
and the liquidation of that operation, I personally felt that the day 
would soon come when the conflict was over and the emergency no 
longer existed that there would be a merger of the activities and that 
the emer gency agency would pass out of the picture, and in order to 
accomplish that with the least expense, because our war-assets ex- 
perience was tremendously expensive to the taxpayers in this regard, 
we enmeshed our operation between General Services Administration 
and DMPA very, very closely. 

Obviously, I am not a technician, nor do I have or have I had the 
background ‘and experience to have equipped me for administering 
that program without the best possible technical advice and assistance 
that I could get. I turned to the mining industry and asked for rec- 
ommendations. The unanimous recommendation was Howard I. 
Young. And when I returned from Europe in late August—— 

Chairman Brown. When you say “unanimous,” what do you mean 
by that? Who else had something to do with it? 
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Mr. Larson. I personally canvassed people in the mining industry, 
the American Mining Congress, the Colorado Mining Association, the 
Utah Mining Association and people with whom I had a personal 
acquaintance, the little miners, the prospectors, the middle-size miners 
and the big miners. The industry was unanimous in its recom- 
mendation. 

I called Mr. Young and asked if he would come in and see me. I 
had met him only one time quite casually before that. I did not know 
him. Mr. Young and I spent the better part of a day together and 
as a result of that conference I realized that he was the man not only 
I needed but the country needed and I urged him with all the vigor I 
could muster to make the sacrifice and come to Washington and 
help me run that job. I did it happily and I did it thinking and 
knowing that I was doing the best thing in that respect not only for 
myself and my agency but for the country. 

I was particularly impressed with Mr. Young’s philosophy regard- 
ing the small marginal miner, whose problems I had learned to appre- 
ciate as a result of my boyhood experience in Oklahoma as well as 
my governmental experience. 

So after some deliberations and an exchange of correspondence was 
entered into, between Mr. Young and I, which I understand that Mr. 
Young is going to present to you later on today. I would like to call 
attention to one statement I dictated to my secretary, my letter to him 
on September 10, 1951, which is somewhat prophetic because at that 
time I anticipated that there would be misinformed and misguided 
people who would suspect the motives of both of us in carrying out 
this particular operation and unfortunately that has been the case. 

I first received information that something was cooking in relation 
to Mr. Young’s governmental activities a couple of weeks ago when 
Mr. Sinclair of the General Accounting Office called me and asked me 
some specific questions regarding the appointment of Mr. Young. I 
recognized from his questions that he was seeking information regard- 
ing technical provisions of the statute, of title 18. 

I recognized the criminal aspects of his inquiry. It upset me no end 
because of my faith and confidence and knowledge of Mr. Young’s 
integrity and his ability in my associations with him. 

I called Mr. Young. I did not get hold of him. I don’t think 
until the next day. I asked him if he was aware. 

He was not aware that anything like this was going on. I said 
“Howard, knowing Washington as I do, I would strongly urge that 
you make yourself available to the General Accounting Office, because 
there is bound to be another side to this story.” 

That same day or the next day I called my friend Frank Weitzel 
who is one of the finest public servants I know in the General Account- 
ing Office and laid the problem before him. 

He agreed with me that the GAO office was to be objective in what- 
ever endeavors it was undertaking and I urged him to take up with his 
staff the possibility of talking with Mr. Young. 

Mr. Young asked me if I would not set .up an appointment over at 
the GAO. My office called Mr. Weitzel’s office, I think on the first 
day of July. I was away down in Richmond. 

I had to leave early in the morning so I personally did not call. I 
asked that a time be set up when Mr. Young could come into Wash- 
ington and bring his company records and make himself available. 
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When I returned from Richmond about 8 o’clock that evening I 
found a notice that my secretary had left stating that Mr. Ellis of 
the GAO whom I know from long Government experience had stated 
that there were other Government agencies involved, that this matter 
had apparently been transferred to the Department of Justice and 
that it would not be possible for sometime until the Department of 
Justice was ready to set up a hearing with Mr. Young. 

I was naturally distressed that my friend Howard ‘Y oung was under 
investigation, as I assumed by the Justice Department and no one had 
approached him on the preliminary charges. 

But I heaved a sigh of relief. I thought the FBI, being the objec- 
tive investigative agency that it would go into the matter fully and 
completely and I felt as certain then as I do now that no criminal 
charges would come. 

Senator Bricker. Who in the Department of Justice had charge 
of it? 

Mr. Larson. I don’t know. I made no further inquiry from that. 
I informed Mr. Young of the seriousness of this matter. The next 
think I heard was over the radio one morning last week when I was 
coming to work that these charges had been made against Howard I. 
Young. I was naturally distressed. 

As a result of that distress I have sought an opportunity to appear 
before you here today, and say to you as I have indicated, that in my 
opinion, Howard Young did the finest job when he and I were asso- 
ciated together in Washington that I have seen done in Washington. 

The most unselfish, the most patriotic, the most honest, and the 
most able job. 

Now, I see as a result of the publication in the Congressional Record 
of certain statements and so forth, I see what Howard Young has 
been charged with and I want to say to this committee here and now 
and I will repeat it under oath at any time and place that I can say it: 
Whatever happened in the Defense Materials Procurement Agency 
was my responsibility. I was the head of that Agency and I “want 
to bear that responsibility. If there was any poor judgment exer- 
cised, that is my responsibility. 

There was no Sichunentg on the part of Howard Young or anyone 
= to my knowledge. I know there was not on the part of Howard 

oun 

Now I want to speak briefly about these three cases of which I have 
some knowledge. And I might add incidentally that I have had a 
law office here in Washington since January 1, 1955. I have been 
available for questioning. 

My name, I think, you will find signed to each of these contracts 
in question. I certainly should have been presumed to have known 
something about the details. I hope I was not just a figurehead. I 
hope I contributed something to this program. I take some pride in 
the fact that when—that we—and I say “we,” I mean Howard Young 
and I and the others associated with us—launched a program 
for assistance to small miners that I think bore some fruit, I think 
contributed something to the economy of this country in the ‘lead and 
zine field and in other fields. I think the copper program that we 
set up has been certainly appreciated by industry and has added con- 
siderably to the national defense of this country. 
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I have seen no criticism of the copper program as such. The 
Congressional Record criticizes the zinc program. I have seen or 
heard no criticism of the nickel program. The only criticism I heard 
was we did not get enough nickel and there was some criticism in the 
Government at the time, those who criticized us for obligating close 
to a billion dollars of the taxpayers’ resources in order to get nickel 
for the economy of this country and the defense effort. 

We were told by the Department of Defense in a midnight call, 
literally speaking, that we had to have columbium-tantalum and there 
was not enough in the world of those materials to satisfy our needs. 

I understand that this month GSA has cut off the program that 
Howard Young and I set up because we have gotten our requirements 
for defense. 

So there is something on the credit side of this in which I think 
Howard Young and I can take some pride. 

Senator Carenart. Did Mr. Young and you handle the copper 
and all these programs? 

Mr. Larson. Mr. Young and I, working together in the same 
harness, handled these other things. 

Senator Carenart. Did Mr. Young handle to the same degree all 
other minerals as he did lead and zinc? 

Mr. Larson. He handled with a more vigorous degree the copper 
and nickel programs because they were more critical. 

Senator CareHart. He just did not handle lead and zine and 
nothing else. 

Mr. Larson. He handled everything that came to us from the Mili- 
tary Establishment and from the Office of Defense Mobilization. 

Senator Carenart. He handled all minerals. 

Mr. Larson. All minerals. All mineral programs. 

Senator CaprHart. As the Deputy under you? 

Mr. Larson. That is right. He handled them under me and at my 
direction. It was my responsibility. 

There were 32 of these programs altogether and Mr. Young made 
the finest contribution as I have said in the Government. 

To be charged as he has been charged regardless of what the cir- 
cumstances were is one of the most tragic things that could happen 
to our Government. 

I certainly would discourage any businessman to come to Washing- 
ton to perform any kind of a patriotic job today, because it just is 
not worth it. And I don’t know what is going to happen to the 
country. 

I hope we work out. We always do. But here is a man who has 
been charged that certainly should never have been charged and would 
not have been charged, in my opinion, if his side of the story had 
been sought. 

Let me tell you very briefly about Mid-Continent. Mid-Conti- 
nent—first let me say that the head of any agency will find as a result 
of his experience that the tough cases work their way up to his desk 
and he is the recipient of the hard cases. 

Mid-Continent was a hard ease. There was a difficult diametric 
difference of opinion, opposing difference of opinion between the 
accountants and the engineers. Very quickly Mid-Continent got to 
my desk. Mid-Continent got to my desk some time prior to Christmas 
in 1951 as I remember it. 





DEFENSE PRODUCTION ACT 25 


And I, and I alone, was responsible for the negotiations of Mid- 
Continent that took place from that time on. The engineers who in 
my opinion—now second-guessing myself—if I had listened to might 
have had the proper solution. 

They recommended that the Government make available to Mr. 
Clough five or six hundred thousand dollars with a floor price on 
signing with a right to put to the Government at 17 cents. 

"They recommended that. If I had followed the engineers’ advice 
Mr. Clough would have made a success of his operation. That is only 
my own opinion. 

I did not do that. I was exercising my own judgment. A judg- 
ment which I did not properly possess. I cut Mr. Clough down to 
$325,000 after extended negotiations carried on by my self and the 
then General Counsel of DMPA, Mr. Albert Green. 

We cut the floor price to 16 cents and he fell on his face and the 
Government is out of pocket $325,000 or perhaps more according to 
the statement in the Congressional Record. We obligated approxi- 
mately $714 billion in carrying out our programs for all metals includ- 
ing the aluminum program. Seven and a half billion dollars involved 
literally thousands of transactions. Of those transactions some of 
them were bound to go sour. 

We knew that at the time. If poor judgment was exercised in the 
Mid-Continent case, it is no one’s responsibility but Jess Larson’s, 
because it was my decision and my decision alone. It was not Howard 
Young’s decision. 

Chairman Brown. What connection did Mid-Continent have with 
the American Lead & Zinc Smelting Co. ? 

Mr. Larson. The connection Mid-Continent had with American 
Zinc was that the mine was located nearest to American Zinc Smelter. 
Mid-Continent was a marginal operation. Mid-Continent was a small 
miner. To have required Mid-Continent to ship his concentrates to 
any other smelter would have penalized Mid-Continent. 

That is a custom in the smelting industry, one which I was aware of 
at the time and I put my stamp of approv: al on a program of sending 
the concentrates to the most economic point for smelting for the 
benefit of the Government and for the benefit of the mine operator. 

Chairman Brown. Didn’t you realize at that time that would have 
been most embarrassing to the Deputy Administrator because he was 
president of the American Zinc, Lead & Smelting Co. ? 

Mr. Larson. I certainly did not anticipate any embarrassment or 
it would never have been before you here today. There was no at- 
tempt to hide this situation, this was an open and aboveboard arrange- 
iment. This was an arrangement that had my complete sanction for 
concentrates originating in the Tri-State area that were traditionally 
serviced by the American Zine, Lead & Smelting Co., these miners 
were entitled to have their smelting done there. 

Chairman Brown. Did you put out a press release on it at that time? 

Mr. Larson. Press release on what ? 

Chairman Brown. On this contract. 

Mr. Larson. I don’t remember, Mr. Chairman, whether I did or not. 
Chairman Brown. It is a custom, isn’t it? 

Mr. Larson. It was our custom to announce publicly when we en- 
tered into contract, yes, for the benefit of the people in the community. 

Chairman Brown. Go ahead. 
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Mr. Larson. As a service to the people in the community. That 
was handled in a routine manner through the public information peo- 
ple. I was aware—and I put my stamp of approval—and I was con- 
ducting the negotiations with Mr. Clough in Mid-Continent with the 
assistance I would ask for from my technical people. 

My attorney and I were conducting those negotiations. I put my 
stamp of approval on the traditional customary extension of credit 
that smelters extended to the mining industry. I was aware because 
I wrote it into the contract or I caused it to be written into the con- 
tract that Mr. Clough had a promise of a loan if he did certain things 
from the American Zinc, Lead & Smelting Co. Where else would he 
turn? He had to take his concentrates to the American Zine, Lead & 
Smelting Co. and he had to look to them for the extension of credit 
that he had with them. 

Chairman Brown. Did he get the loan from the American Zinc, 
Lead & Smelting Co. ? 

Mr. Larson. I gather from what I read in the record that Mr. 
Clough did not fulfill his obligations under the contract and the Gov- 
ernment closed down the operation. I don’t know anything further, 
that is what I recall in the Record. 

Senator Bricker. I would like to know in detail Mr. Clough’s re- 
lationship with you and to the program. 

Mr. Larson. As I remember it, Mr. Clough came to me as a result 
of an initial visit or several initial visits with the regular routine 
procedure in DMPA, because it was a marginal proposition and be- 
cause there was some difference of opinion on it. 

I think he came to me early in his negotiations. He might have 
come tome on hisown. I don’t remember exactly how he came to me. 
But Mr. Clough was the organizer of the Mid-Continent Mining op- 
eration which he organized for the purpose of developing the property 
in Missouri. 

Now, what was true with Mid-Continent was true with our entire 
operation. Certainly, if there had been one inkling of doubt in my 
mind, with the regard that I had for Howard Young and the need 
I had for him, I would never have put him in an embarrassing position. 

I don’t think he was put in an embarrassing position insofar as the 
technicalities of the appointment, of the Executive order, and of the 
law concerned. 

Senator CareHart. What were the circumstances surrounding the 
other two projects, MacArthur and W. M. & W.? 

Mr. Larson. W. M. & W. I have some knowledge of. I have some 
extensive knowledge of that because it was located in my own State 
and because one of the owners of that mine was a friend—of long 
boyhood friendship—of mine who sought out my assistance in coming 
to his rescue. He informed me as to the difficulty he was having in 
keeping his mine in production. We had initiated a maintenance-of- 
production program which called for the payment to miners of mar- 
ginal operations—the difference between market price and their cost 
of operation. 

It was at my recommendation and at my suggestion that that pro- 
gram was extended to W. M.& W. The MacArthur operation I have 
no detailed recollection of. 

I have no knowledge that I touched it any more than in the routine 
manner. But whatever was done in that regard, it was my respon- 
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sibility. I want to say this also: That as a result of factors over 
which we had no control, and which I understand from my brief talk 
to Howard Young that he is going into this in his statement, I don’t 
want to encroach on his time and I think the committee should have the 
benefit of his statement. 

As the price fell and the marginal miners became greater in number, 
our problems became greater. Section 714 of the Defense Production 
Act made it my responsibility as the head of an agency operating 
under that act to look after the interest of these small miners, and 
I certainly tried my best to carry out the provisions of that act, not 
only because I was obligated to do so but by philosophy and convic- 
tion I wanted to do so, and Mr. Young shared with me in that regard. 

We did everything we could to help the small miners and I think 
we did the right thing. No one will convince me otherwise. 

Senator Carenart. Did you know of the—I don’t know what you 
said prior to my coming in, so, if I am asking some questions that you 
have already answered, you may say so. 

Did you know of the interest of the American Zinc, Lead & Smelt- 
ing Co.? 

Mr. Larson. I knew of the service that the American Zine Co. was 
extending in this case and I know that the W. M. & W. case also 
involved shipping its concentrates to them. 

Senator Capenart. One of these companies, I believe—I forget 
which one it was—had American Zinc, Lead & Smelting Co. loan them 
some money. Did you know that? 

Mr. Larson. No; I didn’t know that they had advanced them any 
money. But I know that is customary in the custom-smelting busi- 
ness. I did not feel then, nor do I feel now, that for these alleged 
technical reasons customs of the trade should be upset to the detri- 
ment of the small operator and to the fulfillment of the defense 
program. 

Senator Carenart. Did Mr. Young file with you his holdings in 
the mining companies? 

Mr. Larson. Mr. Young made a complete disclosure to me of all 
lis holding at great length. We discussed it at great length. I made 
that information available to the committees of the Congress that 
were normally interested in looking after the operations within the 
agencies that I covered, including this committee. 

I published the fact in the Federal Register—I caused it to be pub- 
lished. I notified the Civil Service Commission of Mr. Young’s situ- 
ation. I made what I thought was and I am sure was and I certainly 
hope was the proper findings under the Executive order in order to 
make Mr. Young’s services available to me and to the country. 

Senator Bricker. In other words there was no concealment at any 
time of any relationship—— 

Mr. Larson. There was no concealment at any time with regard to 
Mr. Young’s business associations, business affiliations, business obli- 
gations, nor in the operation of our program was there ever any con- 
cealment or an attempt at concealment of American Zinc’s interest in 
taking care of the concentrates of the small miners in the area in the 
normally and traditionally served way. 

Senator Bricker. All that information was published in the Federal 
Register ? 
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Mr. Larson. The information about Howard Young was. What I 
have added to the operation was not. 

Senator Bricker. The information contained in his letter to you? 

Mr. Larson. There was no concealment, not only as to the business 
affairs and affiliations, his business connections and everything, there 
was never any attempt to conceal or any idea of concealing these 
different transactions and their relationships to the services. 

Senator Bricker. As he carried them out officially in your depart- 
ment ? 

Mr. Larson. As he carried them out officially in my department. 
In the exchange of correspondence which took place between us 
Mr. Young insisted that he not be put in a position of handling any 
of the Government’s business that had to do with any company in 
which he had a financial interest. That correspondence will be made 
available to you. 

In my reply I told him that I would not embarrass him by putting 
him in that position. If the following of the traditional customs of 
the industry, if looking after the interest of the small miner and of 
the country violated that, it was certainly not my intention to violate 
it and I don’t think it did violate it. 

Senator Bricker. As a result of the program you got the material ? 

Mr. Larson. As a result of the program we got the material. And 
we always said that we wanted to be drummed out of Washington for 
being known as getting too much and not too little. 

Senator Caprenart. I[ hold in my hand a letter here dated Septem- 
ber 10, 1951, addressed to Hon. Jess Larson, signed by Mr. Young, 
which lists the companies in which he was a shareholder and lists 
the organizations in which he was an officer and a director and served 
without compensation. Where did we get this copy? 

Mr. Youna. Where did he get that? 

Senator Capenart. Where did I get it? 

Mr. Youne. We are going to file it with you. 

Senator CarrHarr. You are going to cover it later? 

Mr. Larson. I filed a copy with this committee in 1951. 

Senator Caprnarr. Mr. Pierce tells me the staff secured it from the 
personnel records of GSA recently. 

Mr. Prerce. Yes. 

Senator Bricker. You say it was in our files here in 1951? 

Mr. Larson. Yes, that is correct. 

I remember distinctly giving directions that this information be 
sent to all of the committees on the Hill, including this committee. 

On the letter of September 13, 1951, it shows: 

Chairman Senator Joseph C. O’Mahoney, Interior and Insular Affairs Com- 
mittee. 

Chairman Senator Burnet R. Maybank, Banking and Currency Committee. 

Chairman Representative John R. Murdock, Interior and Insular Affairs Com- 
mittee. 

That is all that particular copy shows. But I am certain that I 
sent copies to the committee at any time I published it in the Fed- 
eral Register. 

Senator SparkMAN. Senator Maybank was chairman of this com- 
mittee at that time. 

Senator Bricker. That is right; as well as of the Banking and Cur- 
rency Committee. 
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Chairman Brown. You or Mr. Young ought to explain this para- 
graph in this letter: 

I will take no part in the consideration of or action on any application filed 
under the Defense Production Act by any company with which I am connected. 

Do you want that to goin the record? (See p. 41.) 

Senator Carenarr. Y es, I think this ought to go in the record. 

Chairman Brown. This will be placed in the record. 

Mr. Lane. We had planned to submit that letter as a part of the 
statement. 

Senator Capenarr. At this point I would like to ask Mr. Larson if 
this is a true copy of the letter you received from Mr. Young? 

Mr. Larson. I am sure it may be. 

Representative Parman. Of course, that is in his testimony. Won’t 
we be going over the ground twice ? 

Senator Capenart. I would like to have Mr. Larson specifically 
identify that he did receive such a letter and there was such a letter. 

Mr. Larson. I identify that I received this letter with the attach- 
ments 5 yes. 

Senator Bricker. We can identify it also from our files here. 

Representative Parman. Mr. Maybank was chairman then. 

Senator Cargenart. Is it in our files? 

Senator Bricker. It was submitted in 1951. 

Mr. Larson. You asked me a question or said Mr. Young or I should 
— er. I have tried to cover that in the remarks I have just made. 

I do not interpret carrying on business in the normal manner, in 
such a manner as to not penalize the little operator, as being in viola- 
tion of that when complete disclosures are made all the way through. 

Chairman Brown. Mr. Young ought to be in a position to explain 
that. 

Mr. Larson. That is my explanation. 

Senator Bricker. That is in making available the smelting facili- 
ties for the small miners which you were trying to get under operation. 

Mr. Larson. That is right, Senator. 

Chairman Brown. Any other questions of Mr. Larson, gentlemen ? 

Senator SparkMAN. Before Mr. Larson goes let me ask him a ques- 
tion or two. 

I understood you to say there was considerable agitation regarding 
this particular Mid- Continent deal, there was some “controv ersy with- 
in your organization as to whether or not you should go into that. 

Mr. Larson. Some of my people wrote a memor andum to me and 
we had a number of staff meetings in which this was brought up. My 
fiscal people, my comptroller people were very much opposed to this 
contract. 

It was a marginal proposition, and there was some engineering data 
that was opposed to it but as finally approved by me, there was sup- 
porting engineering data for it and it was my judgment that we go 
into this contract and I made that decision. 

Senator SparKMAN. I have just been looking over a photostatic 
copy of a memorandum that was submitted to you by Mr. Schacklette 
in which he seemed to warn pretty strongly against this Mid-Continent, 
Febrary 15, 1952, it was dated. 

Mr. Larson. Mr. Schacklette and I had several conferences regard- 
ing Mr. Clough and his operations. Asa result of those conversations 
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I required of Mr. Clough that he bring other people into his a: 

Senator SparKMAN. I see a memo addressed again from Mr. Schack- 
lette to Mr. Young—— 

Senator Carenart. Who is Shacklette? 

Mr. Larson. He was the head of Compliance Division of GSA at 
the time I was Administrator. 

Senator SparKMAN. He is Director of Compliance in theGSA. In 
a memo directed to Mr. Young under the date of May 5, 1952, he 
warned very strongly against this both from its lack of financiol sta- 
bility and also from a public-relations standpoint, calling attention to 
the association of Mr. Clough with the 5,percenters that had been ex- 
posed at that time. 

Are you familiar with those particular memos? 

Mr. Larson. I am familiar with the results of Mr. Schacklette’s 
investigations and the matter he looked into in connection with his 
coming into it. I think I asked him to look into it. 

Senator SparKMAN. In the one directed to you he called attention 
also to the fact that part of the financial setup for Mid-Continent in- 
volved the advance of a hundred thousand dollars to be made by Amer- 
ican Zine Company of Illinois and that Mr. Young’s son, R. A. Young, 
was vice president of the company. 

Mr. Larson. Mr. Schacklette, in carrying out a routine assignment 
came up with that information which I was already familiar with. 

Senator SparkMAN. You weighed all of those facts? 

Mr. Larson. I weighed all those factors. 

Senator SparkMAN. You decided that the deal with Mid-Conti- 
nent Mining Corp. was worth a gamble; is that it? 

Mr. Larson. I decided that it was worth a gamble, in my opinion, 
to assist this marginal miner and to possibly bring in what might 
prove to be a valuable mine, an economic mine, and would contribute 
to the economy to that extent. 

There is one statement in there that is not correct, not that you did 
not quote it correctly, but there was no arrangement for an advance 
of a hundred thousand dollars. 

The arrangement was, and I understood it perfectly; I am not sure 
that I did not suggest it to Mr. Clough, I don’t pamaateee: 

I know that I required Mr. Clough to go to the bank to try to secure 
a guaranteed loan, and that required a lot of time. But that hundred 
thousand dollars was to be put up, I think, in connection with his per- 
forming certain duties; it was not to be advanced to him. 

Senator SparKMAN. I will read you this sentence: 

In addition, under a collateral contract, the American Zine Company of Illi- 
nois had agreed to smelt the ores produced by Mid-Continent Mining Corp. and 
to advance this concern up to a hundred thousand dollars for operating 
expenses. 

Mr. Larson. I read the record. I don’t remember now. I read the 
record last night. I don’t remember whether that was a letter signed 
by R. A. Young, and Mr. Clough is quoted. 

Senator SparKMAN. There is a memo addressed to you from Mr. 
Schacklette. In the next paragraph he repeats the advance of a hun- 
dred thousand dollars and states that Mr. Young’s son, R. A. Young, 
is vice president of the American Zinc Company of Illinois, which 
was a company to make the advance. 
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Mr. Larson. The date of that is February. 

Senator SparKMAN. February 14, 1952. 

Mr. Larson. I was aware of that prior to that time. I was already 
completely aware of that. I weighed those factors, and I remember 
distinctly that in connection with Mr. Clough’s being associated with 
people of perhaps questionable ethics, it has been my experience in the 
disposal of surplus property and in dealing with people who are 
courageous enough or foolish enough to engage as speculators in the 
mining business that you don’t always get the ethics that you would 
like to have. 

Chairman Brown. I understood you to say that you wanted some 
other people brought into Mid-Continent before you advanced that 
money. 

Mr. Larson. Wanted what? 

Chairman Brown. I understood some other people brought into 
Mid-Continent. 

Mr. Larson. That is right. 

Chairman Brown. Were they brought in? 

Mr. Larson. There were some, some people from St. Paul. I forgot 
even the names. 

Chairman Brown. Who were they? 

Mr. Larson. I don’t remember the names. 

Chairman Brown. Did you suggest certain people ? 

Mr. Larson. No, I did not suggest anybody. I talked to Mr. Young 
about who they were. I talked to him. He didn’t know them per- 
sonally, but I think he knew them by reputation or asked some of his 
friends or something of that sort about it. 

I think one was an accountant, one was a lawyer, I believe that 
was it. 

Chairman Brown. Any other questions, gentlemen ? 

Thank you, Mr. Larson. 

Mr. Larson. Thank you. I apologize for taking so much time of 
the committee. 

Chairman Brown. Mr. Young, proceed in your own way. 


STATEMENT OF HOWARD I. YOUNG, ACCOMPANIED BY JOHN T. 
: LANE, COUNSEL 


Mr. Youne. My name is Howard I. Young. My address is 818 
Olive Street, St. Louis, Mo. 

Gentlemen, first let me express my sincere appreciation to the 
committee for affording this opportunity to appear in executive ses- 
sion. 

I, of course, have been extremely concerned regarding the exten- 
sive newspaper publicity respecting certain reports concerning my 
activities while in Government service from September 1951 to May 
1953. As the committee knows, these reports, in effect, question my 
integrity and good faith while functioning in the public service. 

I was, indeed, quite astonished to read in the press that the Comp- 
troller General had found that “there appear to be established cer- 
tain ‘conflicts of interest’ ” on my part while serving as Deputy Ad- 
ministrator of the Defense Materials Procurement Agency (DMPA) 
without compensation. These conflicts of interest are alleged to arise 
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by reason of the fact that the American Zinc, Lead & Smelting Co., 
of which I am president, was alleged— 


to be beneficially interested in the program of * * * three companies— 


who were awarded DMPA contracts while I was Deputy Admin- 
istrator. 

Gentlemen, I have now been in business in the United States with 
the American Zinc, Lead & Smelting Co. for some 47 years tomorrow. 
I began many years ago in the capacity of a clerk with the company 
I now head. During these many years I have been honored with im- 
portant assignments and responsibilities in my company, my industry 
and my Government; and through all these years, I have never sought 
to conduct myself otherwise than honestly and honorably. 

I tell you this in all humility merely to emphasize the indisputable 
fact that never before has any responsible person, whether in public 
or private capacity, called me a criminal nor, indeed, so much as im- 

rlied that I might be one. Nor has it ever been suggested to my 
actbehin that I would do an unethical act. The members of the 
committee, I am sure, will pardon the human frailty which uncontrol- 
lably prompts me in my deep resentment over the recent allegations 
against my good name. 

As a businessman primarly, but also as a former Government of- 
ficial, I am unable to fully appreciate the justification for an investi- 
gation and report on my actions as a Government official without any 
contact whatsoever of me, either by the investigators involved or the re- 
sponsible officials who, presumably, have approved and published the 
reports concerning me to this committee, to a number of other com- 
mittees of Congress, and who have certified these reports to the De- 
partment of Justice. 

Nor can there be any question of my availability for I am as of 
today special consultant to the General Services Administrator. I 
think that this committee and the American public will ultimately 
agree that I had much in the way of information, facts, and dates 
to contribute to the accuracy and impartiality of such a report—if, 
indeed, accuracy and impartiality was intended by them. 

(Discussion off the record.) 

Chairman Brown. Proceed. 

Senator CareHart. Would you yield there a moment ? 

Are the members of GAO here? 

Mr. Extis. Yes, sir. 

Senator Carenart. Did you furnish Senator Williams with a copy 
of this report? 

Mr. Extts. I believe the Comptroller General did. 

Senator Capenart. Did he send it to Senator Williams? 

Mr. Exits. Yes, sir. 

Senator Carenart. Did he furnish it to any other Senators? 

Mr. Exxts. It is possible. 

Senator Capenart. Did Senator Williams ask for it? 

Mr. Extts. Yes. 

Senator CaprHart. He asked for it? 

Mr. Extis. Yes. A number of committees and I believe Senator 
Williams and possibly one other. 

Senator Caprnarr. How did Senator Williams know that you were 
investigating this matter? 
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Mr. Ex.is. I wouldn’t know, except that he has known that we have 
been working on the general program for some time. 

Senator Carpenart. And you furnished him with the same informa- 
tion you did this committee? 

Mr. Exuis. A copy of the report. 

Chairman Brown. Why did you do it? 

Mr. Ext1s. He is a Member of the Senate and asked us. 

We are required to do that. 

Senator Carenart. How did he know such a report was in existence ¢ 

Mr. Ents. I don’t know. 

Mr. Warren. I think I can answer it. He knew it after the Senate 
Banking Committee had considered the matter and a statement was 
made to the press. He called the office of the Joint Committee on 
Defense Production and asked for a copy of the report if available 
for distribution, and I told him that I did not have copies for 
distribution. 

Senator Carenart. Then you think he went to the GAO. Did he 
place it in the Congressional Record ? 

Mr. Lane. Yes, Senator. 

Chairman Brown. I want you gentlemen to know that we did not 
give it to Senator Williams. 

Mr. Extis. From what I saw in the record was not a copy of the 
report at all, but merely a copy of the summary. It did not contain 
the documented evidence which backs up the statements in the report. 

Senator Carenart. Will someone get me the Congressional Record 
and see what Senator Williams said? 

Senator Bricker. If that report were available to Members of the 
Congress and it was not available from this committee, I agree with 
the chairman that should not have been. Should not, then, that have 
been available to Mr. Young, as he suggests here? 

Mr. Exuis. No, indeed; not as far as we are concerned. If the 
Senate committees and the Senators give it to him, that is their pre- 
rogative and I have no jurisdiction or question about it. 

Our job is to do what the law says; it is to furnish reports to Con- 
gress and the departments. We did not publish the report. I want 
to make that very clear. We don’t publish reports. 

Senator Bricker. Was the information that Senator Williams got 
available to any Member of the Congress? 

Mr. Ents. I am sure that is true. 

Senator Bricker. That could have been given out by Members of 
the Congress or Senate to anybody they wanted to. 

Mr. Exits. That is a prerogative. I would not be able to judge 
that. I have no question of what a Member does. We work for the 
legislative branch of the Government. 

Chairman Brown. If I knew you were going to give this report 
to any Member of the Congress or the Senate, I would have instructed 
the staff to furnish Mr. Young with a copy. 

Senator Bricker. If it is going to be made public, he should have 
the material. 

Chairman Brown. Of course. You should have told the staff that 
you gave it to him. 

Mr. Extis. That has not been made public to my knowledge. 

Chairman Brown. You gave it to Mr. Williams. 

Mr. Extis. He is supposed to be a Government official. 
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Senator Careuart. Mr. Chairman, there are 9 pages of this whole 
matter in the Congressional Record put in by Senator Williams, which 
seems to me, just glancing through hurriedly, covers the whole report. 

Mr. Exits. I am afraid that is only the summary. 

Senator Capenart. Is there nine pages of summary ? 

Mr. Exuts. I wouldn’t object to Mr. Young or anybody else having 
the summary. The problem is the exhibits. 

Senator Carenart. Without objection, Mr. Chairman, I would like, 
at the end of Mr. Young’s statement, to have this reproduced in our 
record. (See p. 103.) 

Senator Bricker. You say this was only a summary. Who pre- 
pared the summary ? 

Mr. Ex.is. We did. We had in the front of each of the 3 reports 
a 2- or 3-page summary. I glanced at that in the record and I got 
the impression that all that was in there was the summary. If there 
is more, I stand corrected. Also in the beginning of the report there 
is about a 10-page summary on the zine situation, the history of the 
transaction as a whole, of the program and then a 1-paragraph sum- 
mary on each of the cases. Yes, that, as I glanced at it was about what 
was there. 

Senator Capehart has corrected me. 

Senator Capenart. Let me read here what Mr. Williams said at 
page 8752: 

I think we and the country should withhold judgment until Mr. Young has 
had an opportunity to explain his side of the transaction. At the same time, 
I feel there are certain angles to the case which should be placed in the record 
in order that when he appears he will know the charges with which he is con- 
fronted and can, perhaps, be in a better position to answer. 

There are indications that perhaps Mr. Young did know about some of the 
po are em which were taking place with companies with which he was 
a . 

There is a law which prohibits any official, either paid or nonpaid, from 
exercising in his official capacity the right to negotiate a contract with a concern 
by which he is financially benefited. 

I shall refer particularly to the authority vested in the President of the United 
States in the Defense Production Act of 1950, Public Law 774, 81st Congress. 

That is at the beginning and then you have nine pages of infor- 
mation. Here we meet with these gentlemen on what we had, in 
executive session. So we held this matter as an executive session. 

Chairman Brown. I made a full statement before you came in 
about that. 

Senator CaPeHART. You remember you and I discussed the matter 
and we decided we would not even tell the press anything because 
it was an executive session and then we find 2 days later that a Senator 
not a member of this committee, has all the information we have and 
places nine pages of it in the Congressional Record. 

Senator Bricker. Was that the first you knew about the detailed 
information ? 

Mr. Youne. No; the first I knew of it was on Thursday night of 
last week. I was at my office cleaning up some matters, getting ready 
to catch a train to Knoxville, Tenn. 

I got a call from the reporter of the Globe Democrat in St. Louis, 
stating there was a report from the New York Times that I had been 
charged with this, that, and the other thing. 

He wanted to know what I knew about it. I said, “This is the first 
I have heard about any charges against me on anything but I certainly 
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will try to find out what it is all about.” I changed my plans and 
flew here on Friday morning and got in shortly after fae on Friday 
and immediately started to try to find out what it was all about and 
went up late in the evening to talk to Senator Capehart to ask if we 
could get permission to come before this committee to see what it was 
all about and to explain anything that you gentlemen wished to ask 
me about that I knew about. 

Chairman Brown. What date was that? 

Mr. Youna. That was on last Friday afternoon. 

Chairman Brown. After we had the hearing! Didn’t you know 
the staff was authorized to notify you and try to get you to appear? 

Mr. Youne. No; I found when I went to Senator Capehart’s office 
Friday afternoon, that Mr. Warren was trying to find me. He had 
called the St. Louis office. 

I had to catch a plane when I left the Senator’s office to go to Knox- 
ville to attend a board of directors’ meeting there on Saturday and 
visit our properties there on business. I Sonat to go down there 
Thursday night. I asked Mr. Lane and Mr. Gall, his associate, to 
go over and see Mr. Warren and find out all they could about it. 

Then I flew back in here on Sunday night from Tennessee and was 
here on Monday and Monday afternoon I had to fly up to Portland 
to attend the annual meeting of our stockholders there on Tuesday 
morning. The first I knew of what the charges were excepting for 
a copy of a letter that came over from Mr. Warren, as a matter of 
fact you sent it to me as I was catching a cab to go to the airport. 

Mr. Lane. That’s right. 

Mr. Youne. Except for the summary that was in Mr. Warren’s 
letter, this statement of Senator Williams in the record was about 
the first I knew and one of our senior directors who was connected 
with a financial house brought up the case of the Dow-Jones tape 
and said: 

Here is a report that Senator Williams made about you which was put on the 
Dow-Jones tape and is in the hands of every financial house and every business 
institution that receives this service in the United States. 

Then when I got back here, I came back here that night and we 
have tried to get together some information based on what we could 
find out from the Congressional Record. 

Senator Carenart. When I returned to my office about 6 o’clock 
last Friday, Mr. Young, his attorney, and Mr. Larson were wait- 
ing for me there. They wanted to know if it was possible for Mr. 
Young to appear. I said the committee voted very definitely to give 
you an opportunity to appear and for you to immediately get in touch 
with Mr. Warren and we gave you his telephone number. 

I guess he called you. 

Mr. Warren. Yes; he did. 

Mr. Lane. We did that directly. Mr. Gall and myself attended 
on Mr. Warren. 

Senator Carenart. That afternoon the Senate Banking and Cur- 
rency Committee, passing on the defense production law which had 
been held up on the floor, discussed this case at great length and at 
that time the committee took the position that you should be heard 
in executive session but inasmuch as this joint committee had already 
heard the GAO people, and Congressman Brown as chairman had 
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decided to hear you in person, the Senate Banking and Currency Com- 
mittee would not invite you to appear before them since you would 
appear before this committee. 

Senator Bricker. I would like to ask another question of the 
GAO. Was this report a public report? 

Mr. Eris. No, sir. 

Senator Bricker. How did the New York Times get it a week ago 
last Thursday ? 

Mr. Ettts. I don’t know they did. Some chap of the Times called 
up. Isaid I did not want to talk to him and I did not. 

Senator Bricker. Who did talk to him? 

Mr. Extas. I don’t know. 

Senator Bricker. How did they get the information ? 

Mr. Extts. I don’t know. 

Senator Bricker. Mr. Young testified they called the St. Louis 
Globe Democrat and they called him. 

Mr. Extis. The first public mention I knew of this was when the 
chairman of the Senate Committee on Banking and Currency an- 
nounced on the floor of the Senate that this committee received that 
report and it raised some questions. 

Senator Bricker. What was the date of that? 

Mr. Lane. A week ago today, Thursday. 

Senator Bricker. Was that where the New York Times got it? 

Mr. Exxts. He did not identify any names. 

Mr. Youna. He identified that the president of the American Zinc, 
Lead & Smelting Co. who had served as Deputy Administrator from 
1951 to 1953, he might as well name him. 

Senator Caprnart. The GAO’s letter to Senator Fulbright said it 
was the Deputy Administrator and all you had to do was pick up 
the Congressional Directory and find it was Mr. Young. 

Mr. Extis. It was after that announcement that Mr. Williams called 
up and asked for a copy of this report. 

Senator Carenart. Could you know that Senator Williams was 
going to put it in the Congressional Record ¢ 

Mr. Extis. No. 

Senator CarpHart. Did you tell him it was classified and con- 
fidential ? 

Mr. Exuis. I did not. I understand the Comptroller General did. 
It was up to the Comptroller General’s Office. 

Senator SparkMAN. Was the copy submitted to the committee 
marked “confidential” ? 

Mr. Warren. No, sir. 

Senator Bricker. Here is a letter I have of July 6. 

Senator SparkMAN. Senator Bricker, just a minute. The letter 
that was sent to Senator Fulbright was not marked confidential and 
as a matter of fact there were mimeographed copies available to every 
member of the committee. 

Senator Bricker. I have a copy of that letter here in which there 
is nothing indicating that it was confidential, and this is the letter 
that Chairman Fulbright put into the Congressional Record in which 
they do say that copies were furnished to the Defense Mobilization, 
General Services Administration, Department of Justice, Joint Com- 
mittee on Defense Production, and other committees considering legis- 
lation. 
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There appears to be established certain conflicts of interests in connection 
with these contracts on the part of the then Deputy Administrator of DMPA 
serving without compensation, who at the same time was the head of the Ameri- 
can Zine, Lead & Smelting Co., which was beneficially interested in the program 
of these companies. Laxity in the administration and control of these contracts 
were likewise found. In none of these cases has there been any substantial 
production, most of the total amounts furnished by the Government will be 
required to be counted as lost, and various claims are pending in GSA calling 
for further payment. 

This is the letter that brought this all to light, I presume. 

Mr. Exits. Yes. 

Senator SrearkMAN. One correction. Senator Fulbright did not 
put the letter in the record. He quoted some sentences from it. How- 
ever, the letter was being circulated around to everybody. 

Senator Rosertson. Was any publicity given to this charge prior 
to the statement made by Senator Williams on the floor of the Senate? 

Mr. Lane. There was publicity given to the fact that there had been 
charges, but until Senator Williams had incorporated what he did in 
the Record on the 11th we had no information at all as to what the 
charges were nor the evidence on which they purported to be based. 

Senator Ronerrson. Then it was Senator Williams who secured a 
copy of this report from the Comptroller’s Office who made the charges 
public on the floor of the Senate and not any member of the Banking 
and Currency Committee to whom the report was addressed ? 

Mr. Lanz. To the best of my knowledge, sir. 

Senator SparkMAN. Before you came in this was brought out. 
After Senator Fulbright made reference to it on the floor of the Sen- 
ate, Senator Williams called the General Accounting Office and asked 
ior a copy of the report and he got a copy of the report. 

Senator Roserrson. That is the way he found out. 

Senator SparkMAN. It is from that he made the insertion. 

Senator Bricker. I am advised that Senator Fulbright did not 
name the American Zinc, Lead & Smelting Co., but said it was the 
Deputy Administrator at that time, 1951 to 1953. 

Mr. Youne. The newspaper named it. They called my wife. I 
was at the office cleaning up some work to catch a midnight train to 
go to Knoxville and I changed my plans and came here. 

Senator Bricker. That is the first you heard of that? 

Mr. Youna. Mr. Larson called me about a week ago and said he 
heard some investigation was going on. I indicated to him if there 
was an investigation on anything I had anything to do with down 
here I would be very happy to give any information that anyone 
wanted on anything that I had done during my term of office with 
Mr. Larson or any other time I was down here. 

Senator Carenart. If the witness will yield, Mr. Chairman, I 
would like to make a motion in order that the witness may be on notice 
and also Mr. Larson. 

I would like to make a motion that each and every word of the 
hearings here be printed and be given to the press tomorrow morning. 
In view of the fact that Senator Williams has put 9 pages in the 
Congressional Record and in view of the fact that the General Ac- 
counting Office reports have gone to the people Senator Bricker men- 
tioned a moment ago, in all fairness we owe this to Mr. Larson and 
Mr. Young and even to ourselves. 
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Here we are denying the press information that another Senator 
has already placed in the record and it gets a little bit embarrassing. 

I make a motion that we give every word that is said here today and 
every exhibit to the press tomorrow morning when the transcript is 
printed. 

Senator Rozerrson. I did not know that Mr. Larson was involved in 
here. 

Senator Bricker. He was here and testified and made a complete 
statement on that. 

Mr. Larson. I just made a statement. 

Senator Ropertrson. Was he involved in this charge in any way? 

Senator SparKkMAN. He was the head. Mr. Young was his Deputy. 

Mr. Larson. Mr. Young was my Deputy. 

Chairman Brown. He was a witness before you came in. 

Senator Bricker. And assumed full responsibility for all of the 
contracts. 

Senator SparkMAN. Before Senator Capehart’s motion is put, if 
you are going to do that, why don’t you open the doors and let the 
press right in now? 

Senator CareHart. Perfectly agreeable to me. I would let them 
in. 

Mr. Youne. Perfectly all right with me. 

Mr. Lane. There is no objection from me. 

Senator Bricker. Would you have any objection at all? 

Mr. Larson. No. 

Senator Bricker. The only difficulty with that would be that they 
do not have the statement of Mr. Larson who laid the foundation. 

Senator SparKMAN. You can get Mr. Young’s in toto? 

Senator Bricker. Mr. Larson laid the foundation for the whole 
thing by his clear and straightforward statement. 

Chairman Brown. What is the will of the committee? 

Senator Bricxer. Let’s finish the hearing. 

Senator CareHart. Let me have a vote on my motion that we make 
the record available to the press tomorrow morning. 

Senator SparkMan. I will vote for his motion but I still have a 
feeling that we would be better off if we let the press come in right 
now. 

Senator Ropertson. They are not out there. 

Senator Bricker. They wouldn’t get the proper perspective. 

Senator Caprenart. Will you go on this afternoon? 

Chairman Brown. We cannot do that. We have executive meet- 
ings of our committee. 

Senator CaprHart. Let’s vote on my motion. 

Chairman Brown. You have heard the motion, gentlemen, all in 
favor of it say “Aye.” <All opposed, “No.” The motion is unani- 
mously carried. 

( Discussion off the mee 

Senator SparKMAN. Mr. Chairman, if we are opening up today’s 
hearings, I suppose we ought to open up all the hearings, those held 
last Friday as well. 

Senator CapenartT. That’s right. 


ren Exxis. It was Thursday of this committee and Friday of the 
other. 
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Mr. Warren. That is of this committee. We can’t open up the 
record of the other committees. 

Chairman Brown. We want to furnish a statement of the record 
of the other day together with this day. 

Senator SparKMAN. A complete record ? 

Mr. Lane. Would that mean we would be entitled to the record of 
the other executive sessions bearing on this matter ? 

Chairman Brown. I told the gentleman to furnish you a record a 
while ago. 

Mr. Lane. The record of the committee’s hearings in executive ses- 
sion. 

Chairman Brown. Yes. 

Senator Capenart. What it means is that everything that was said 
here the other day will be given to the press. Everything said today 
will be given to the press. If we hold any further meetings I am cer- 
tain the press will be invited to sit in. 

Chairman Brown. That is in view of the fact that Senator Wil- 
liams put this in the Congressional Record. 

Senator Carenart. Yes, it is. 

Mr. Exuis. If this record is to be made public, Senator Robertson as 
as I understood that should have one more sentence about the sequence 
of events. 

It is true that the first mention was by the chairman of the Senate 
committee on the floor of the Senate which did not name Mr. Young 
in person but gave the title. It is true that night or the following 
morning I saw in the paper, a reporter had put two and two together 
and found who it was and named Mr. Young by name. 

It was after that Senator Williams asked for the report, quoted it 
and put the material in the record. 

(Discussion off the record.) 

Senator SparKMAN. In connection with all of this, I would suggest 
the propriety of lifting the code of secrecy from the three-volume 
report ‘ 

Senator Bricker. I think Mr. Young is entitled to have it. 

Senator SparKMAN. Lift it for the press and so on? 

Senator CaprHart. I so move. 

Chairman Brown. All in favor say “Aye,” opposed, “No.” The 
motion is carried. 

Mr. Lane. And that embraces the direction that we be furnished 
with copies of those reports ? 

Senator Bricker. Yes. Do you have an extra copy of the report? 

Mr. Warren. I will give him my copy. 

Mr. Lane. Thank you. 

Chairman Brown. Off the record. 

(Discussion off the record.) 

Mr. Youne. I am picking up on page 3 of my statement. 

When I agreed to become Deputy Administrator of the Defense 
Materials Procurement Agency, I made a full disclosure to the Admin- 
istrator as to my corporate connections. I submit herewith copy of 
my letter dated September 10, 1951, to Hon. Jess Larson for the record 
of the committee. As you will observe, in this letter I pointed out 
that I was president, director, and member of the executive committee 
of the American Zinc, Lead & Smelting Co. and each of its wholly 
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owned subsidiaries which are listed. I also pointed out that since I 
would serve the Government without compensation, I would expect to 
continue to receive compensation from my private employers as listed. 

I also listed six companies in which I am a director and small stock- 
holder, and pointed out that as to these companies my compensation 
consisted only of directors’ fees. I also attached a list of the com- 
panies in which I owned shares of stock. I further attached a list 
of organizations in which I was an officer or director, but served with- 
out compensation, such as the American Mining Congress, the South- 
ern States Industrial Council, the American Zine Institute, the St. 
Louis Chamber of Commerce, Manufacturing Chemists Association, 
American Tariff Association, and others. 

In this same letter I also stated : 

I will not take part in the consideration of or action on any application filed 
under the Defense Production Act by any company with which I am connected. 

I have done my level best to keep this commitment and believe that 
I have succeeded in keeping it. 

I also stated at that time: 

I would like to make it clear that I will make no recommendation about nor 
participate in the consideration or negotiation of any such application filed by 
any person or organizations, as mentioned above. 

I have done my level best to keep this commitment and believe that 
I have succeeded in keeping it. 

It is my understanding from Mr. Larson that he filed a copy of the 
above letter with every Government agency and congressional com- 
mittee that he thought was interested. These included, I understand, 
the Office of Defense Mobilization, the Civil Service Commission, the 
Government Operations Committee of both Houses, the Interior Com- 
mittee of both Houses of Congress, and with this Joint Committee on 
Defense Production. Mr. Larson also formally advised the Directors 
of the Federal Register of my appointment and therein listed my 
employers and directorates. A copy of this notification is submitted 
for the committee record. 

There was, therefore, the fullest possible disclosure of my director- 
ships, of my stockholdings, and of the industrial organizations or 
trade associations of which I was an officer or director. 

My directors were reluctant to have me once again relinquish my 
executive responsibilities to the companies of which I am president to 
once again serve the Government. For during World War II, I had 
also served the Government in the capacity of Director, Mineral Re- 
sources Coordinating Division; Director, Mineral and Metals Divi- 
sion, WPB; and Deputy Vice Chairman, Minerals and Metals Divi- 
sion, WPB. I also had been Chairman, Zinc, Lead, and Cadmium 
Advisory Committee to the Munitions Board. My directors ulti- 
mately agreed, however, to permit me— 
to give such time as may be required to serve as Deputy Administrator of the 


Defense Materials Procurement Agency, with the understanding that he will not 
relinquish all of his duties as president and director of this corporation and its 


subsidiaries. 

A copy of the minutes of the meeting of the board of directors of 
the American Zinc, Lead & Smelting Co., held in New York City, 
September 18, 1951, reflecting this action is submitted herewith for 
the record of the committee. 
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The minutes referred to follow: 
Sr. Lovts, Mo., July 9, 1955. 
To Whom It May Concern: 


The attached are Bruning Copyflex copies of minutes of the meeting of the 
directors of American Zinc, Lead & Smelting Co., held in New York City, Septem- 
ber 18, 1951. 

Excerpts from sheets A and M with full sheets N, O, P, and Q are attached. 

These copies were made from bound minutes of the meeting held in the com- 
pany’s corporate files in St. Louis and are exact reproductions. 

(Signed) Leona S. JoNEs, 
Notary Public. 


AMERICAN Zinc, Leap & SMELTING Co. 


Minutes of the meeting of the board of directors, September 18, 1951 (sheets 
A to Q, inclusive) 


SHEET A 


A meeting of the board of directors of American Zinc, Lead & Smelting Co. 
was held at the office of the company, room 650, Graybar Building, 420 Lexington 
Avenue, New York, N. Y., on September 18, 1951, at 3 p. m., eastern daylight 
saving time pursuant to a call by the president and upon notice duly given to 
all members of the board by the secretary. 

The following members of the board of directors, being a majority and con- 
stituting a quorum, were present: Messrs Bailey, Cumberland, Daveler, Egan, 
Emmons, Hamlin, Knight, Marshall, Martin, Miller, Seymour, Vanneck, Wetmore, 
and Young. 

At the suggestion of the president, Mr. R. A. Young was invited to sit in the 
meeting. 

Mr. Young, the president, presided and Mr. Burns, assistant secretary, recorded 
the proceedings thereof. 

Copies of the minutes of the meeting of the board of directors held on July 
17, 1951, having previously been submitted to all of the directors, were, upon 
motion regularly made and seconded, unanimously approved. 

Mr. Young next reported that he had been requested by Hon. Jess Larson, 
Administrator, Defense Materials Procurement Administration, Washington, 
D. C., to become his Deputy Administrator. He further stated that he had out- 
lined in a letter dated September 10, 1951, addressed to Mr. Larson, the basis 
on which he would agree to serve, and that Mr. Larson had responded on Septem- 
ber 13, 1951, welcoming Mr. Young to serve as his Deputy Administrator, to 
which letter Mr. Young responded on September 19, 1951. Thereupon, on motion 
regularly made and seconded, the following resolution was adopted: 

Resolved, That Mr. Young, president of this corporation, be permitted to give 
such time as may be required to serve as Deputy Administrator of the Defense 
Materials Procurement Administration, with the understanding that he will not 
relinquish all of his duties as president and director of this corporation and its 
subsidiaries. 

Resolved further, That the letter dated September 10, 1951, from Mr. Young 
to Mr. Jess Larson, the letter dated September 13, from Mr. Larson to Mr. 
Young, and the letter dated September 19 from Mr. Young to Mr. Larson, be 
made a part of the minutes of this meeting as follows: 


SEPTEMBER 10, 1951. 
Hon. Jess Larson, 


Administrator, Defense Materials Procurement Administration, 
Washington, D. OC. 

Dear Mr. Larson: You have asked me to become your Deputy Administrator 
of the Defense Materials Procurement Administration, and I have consented to 
serve. Before assuming the duties of that office, I would like to state that as 
I will serve the Government without compensation, I shall expect to continue 
to receive compensation from the private employers listed below, and that as a 
Government official, I will take no part in the consideration of or action on any 
application filed under the Defense Production Act by any company with which 
I am connected. 
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I am now president, a director, and a member of the executive committee of 
the American Zinc, Lead & Smelting Co., and each of its wholly owned subsidi- 
aries and affiliate companies, which are as follows: 

American Zine Co. of Tennessee, American Limestone Co., American Zinc 
Oxide Co., American Zinc Sales Co., American Zine Co. of Illinois, American Zinc 
Co. of Arkansas, American Zine Co. of Oklahoma, Watauga Scone Co., Wisconsin 
Zine Co., Aravaipa Leasing Co. 

The address of the foregoing companies is 1600 Paul Brown Building, 
St. Louis 1, Mo. 

I am a director and a small stockholder in the following companies: 

Baltimore & Ohio Railroad Co., General American Life Insurance Co., Mer- 
cantile Trust Co., Southwestern Bell Telephone Co., Scullin Steel Co., Minerals 
Benefication, Inc. 

My compensation from the foregoing listed‘companies consists only of di- 
rectors’ fees. 

I shall expect the present compensation from the above to continue during my 
Government service. 

A list of the companies in which I have a stock ownership is attached. 

Also attached is a list of the organizations in which I am an officer or director 
and serve without compensation. 

As you know, some of the companies with which I am connected have filed 
applications with the Government under the Defense Production Act. Some of 
these applications require approval by DPMA. I had hoped all of these appli- 
cations would be acted on prior to my becoming your deputy, but this now appears 
improbable. 

Accordingly, I would like to make it clear that I will make no recommendation 
about nor participate in the consideration or negotiation of any such applica- 
tion filed by any person or organization as mentioned above. 

I hope that I may be of material assistance to you and the Government in 
carrying out the defense program. 

Very truly yours, 


HIY: LJ 

Enc. 

List of organizations in which I am an officer or director and serve without 
compensation : 

(1) President and director, American Mining Congress, Ring Building, Wash- 
ington, D. C.; (2) director, American Zinc Institute, 60 East 42d Street, New 
York 17, N. Y.; (3) director, Associated Industries of Missouri, Railway Ex- 
change Building, St. Louis 1, Mo.; (4) director, Southern States Industrial 
Council, Stahlman Building, Nashville, Tenn.; (5) director and member execu- 
tive committee, St. Louis Chamber of Commerce, 511 Locust Street, St. Louis 1, 
Mo.; (6) director and member executive committee, Manufacturing Chemists 
Association of the United States, Washington, D. C.; (7) director, American 
Tariff Association, New York, N. Y.; (8) director, Washington University, St. 
Louis, Mo.; (9) director, Lindenwood College, St. Charles, Mo. 

St. Louis, Mo., September 10, 1951. 

List of companies in which I am a shareholder: 

Golden Manitou Mines, Ltd., Quebec Manitou Mines, Ltd., Stearns Manufac- 
turing Co., Callahan Zine Co., Coca Cola Bottling Co. of St. Louis, Fresnillo Co., 
Placer Development, Ltd., American Car & Foundry Co., Erie Railroad Co., R. E. 
Funsten Co., Fidelity Bank & Trust Co., Sunray Oil Corp., Tennessee Corp., Amer- 
ican Zine, Lead & Smelting Co., Mercantile Trust Co., Atlas Powder Co., Ameri- 
can Metal Co., Ltd., Bunker Hill & Sullivan Mining & Concentrating Co., Ana- 
conda Copper Mining Co., United Electric Coal Co., Goodyear Tire & Rubber Co.— 
common, Goodyear Tire & Rubber Co.—preferred, International Nickel Co. of 
Canada, Granite City Steel Co., Southwestern Bell Telephone Co., Texas Co., 
Pond Creek Pocahontas Co., Mathieson Chemical Corp., Bank of Carthage, Knox 
Porcelain Corp., Carthage Loan & Investment Co., Scullin Steel Co., Davis Supply 
& Manufacturing Co., Speculative Investment Co. 

St. Louis, Mo., September 10, 1951. 





, President. 


SEPTEMBER 13, 1951. 


Mr. Howarp I. Youns, 
President, American Zinc, Lead & Smelting Co., St. Louis, Mo. 


Dear Mr. YounG: I am in receipt of your letter of September 10, 1951, wherein 
you set forth the conditions under which you will serve as my Deputy in the 
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Defense Materials Procurement Agency. You also set forth the companies with 
whom you are now associated in executive, directorship, and stockho.der ca- 
pacities. 

As I have told you in urging you to come into the Government and assist me 
in administering this new agency, misguided people will read into our actions 
selfish and ulterior motives in spite of everything we can do. This is unfortu- 
nate and is the real reason it is difficult to get men of your experience to make 
such a sacrifice. 

I have talked with you at great length and I find you in complete sympathy 
with my own objectives and the objectives of this administration in solving this 
problem of making available raw materials to fulfill our needs for national 
defense and maintenance of our own free economy. 

I have found your views and your actions completely unselfish and altogether 
courageous in keeping this goal constantly before you. I will not embarrass 
you by asking you to participate or make any decision in connection with any 
negotiations that have to do with the companies in which you are interested. 

Your record during World War II of unselfish and patriotic devotion speaks 
for itself. I need you, but, more important than that, your country needs you, 
and I feel that both are fortunate in your having accepted my urgent request that 
you join me in this operation. 

Sincerely, 
(Signed) Jess Larson, Administrator. 


SEPTEMBER 19, 1951. 
Hon. Jess LARSON, 
Administrator, Defense Materials Procurement Administration, 
Washington, D. C. 

Dear Mr. Larson: I received your kind letter of the 13th instant, replying 
to my letter of the 10th instant, stating in general terms the conditions under 
which I was able to agree to serve under you are Deputy Director of the Defense 
Materials Procurement Agency. 

I really cannot tell you how, much I appreciate your expressions of confidence 
in me and your behalf [sic] that I can be of real value to you in carrying out 
the objectives of the Administration. 

I am delegating as many of my usual duties as chief executive of American 
Zinc, Lead & Smelting Co. and its subsidiaries as can be delegated, and it is my 
intention to devote all of my time to the work under you which I can take from 
the time I must necessarily give to my duties with the zinc company and its 
subsidiaries. 

With kindest regards, I remain, 

Sincerely yours, 
(Signed) H. I. Youne. 


There being no further business to come before the meeting, upon motion 
regularly made and seconded, it was unanimously voted to adjourn. 


C. V. Burns, Assistant Secretary. 


Mr. Youne. It will be observed that there is also incorporated into 
the minutes above referred to the reply dated September 13, 1951, of 
Mr. Jess Larson by my letter to him of September 10. Therein, Mr. 
Larson states: 

I will not embarrass you by asking you to participate or make any decisions 
in connection with any negotiations that have to do with any of the companies 
in which you are interested. 

Mr. Larson fulfilled this commitment in every respect. 

Nor can I say that I wasn’t warned that I might find myself in 
the present situation. For a further passage of Mr. Larson’s letter 
of September 10, 1951, borders upon the acy, in light of the 
circumstances which bring me here today. He said: 

As I have told you in urging you to come into Government and assist me in 


administering this new Agency, misguided people will read into our action selfish 
and ulterior motives in spite of everything we can do. This is unfortunate and 
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is the reason it is difficult to get men of your experience to make such a sac- 
rifice. 

I should further explain that upon my resumption of Govern- 
ment service, I effected reassignments of my executive responsibilities 
to other subordinate executives in the management of American Zinc, 
Lead & Smelting Co. and subsidiary companies. This included the 
delegation to my son, Richard A. Young, then a corporate vice presi- 
dent in charge of ore purchases at our plant at Dumas, Tex., of com- 
plete and sole responsibility for the operations of the ore purchases 
division of our company and subsidiaries. 

My assumption of Government service was not the only reason for 
this step. Such delegation in ordinary circumstances would have 
been extended to Mr. A. E. Stanton, who at the time was a senior 
vice persident, generally responsible to me for ore and metal pur- 
chases. Mr. Stanton, however, was not well and after a lengthy 
sickness, passed away on June 10, 1952. It was under these circum- 
stances that Vice President R. A. Young assumed sole responsibility 
for all corporate actions in the field of ore purchases of American 
Zinc, Lead & Smelting Co. and subsidiaries. At this time Howard 
Lee Young was in full charge of metal sales. 

My purpose in thus realining executive responsibilities within my 
own company was not only to make possible my Government service, 
but also to insure that other officials of my company than I would 
handle company matters with the Government. And when they had 
occasion to do so as to DMPA, I, pursuant to the arrangement I had 
insisted upon with Mr. Larson, would consider myself disqualified. 


NATURE OF MY DMPA AUTHORITY AND RESPONSIBILITY 


It is appropriate for the committee to keep in mind, I think, that 
my Government position from September 1951 to May 1953 was that 
of Deputy Administrator of the Defense Materials Procurement 
Agency. As such, my authority and: responsibility was definitely 
limited. While it is true that I had general authority to act for the 
Administrator—except as to matters involving those companies as to 
which I had advised the Administrator I would not act—the DMPA 
itself was subject to numerous authority restrictions. Thus, for exam- 
ple, DMPA was entirely dependent upon the Defense Procurement 
Administrator, and later Lib Bizector of the Office of Defense Mobili- 
zation, for broad policy program determinations. This was par- 
ticularly true as to all mineral programs, including the zinc-pro- 
curement program. 

Under Executive Order 10281, signed by President Truman on 
August 28, 1951, certain functions were conferred upon the Defense 
Materials Procurement Administrator. These functions such as (1) 
the purchasing and commitments to purchase minerals and metals for 
Government use or resale; (2) the encouragement of exploration, 
development, and mining of critical and strategic metals, and (3) 
subsidy payments and the installation of additional equipment facili- 
ties or improvements to plants, factories, and other industrial facilities, 
were limited and restricted by section 307 of the aforementioned 
Executive order which read as follows: 


Sec. 307. The functions conferred upon the Defense Materials Procurement 
Administrator by sections 303 to 306, inclusive, of this Executive order, shall 
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be carried out in accordance with programs certified to the said Administrator 
by the Defense Production Administrator * * * 


Said Executive order further provided that: 


Sec. 308. All functions provided for in sections 303 to 306, inclusive, of this 
Executive order shall be carried out within such amounts of funds as may be 
made available pursuant to the Defense Production Act of 1950, as amended. 

Accordingly, it was necessary for DMPA to have express DPA— 
later ODM—approval for each of its expansion programs whether or 
not it be for the purchase of metals or minerals; the encouragement 
of exploration, development, and mining of critical and strategic 
metals; subsidy payments; or the installation of additional equipment 
facilities, processes or improvements in Government-owned equipment 
in private facilities. 

urther, it was necessary for DMPA to have the express Bureau 
of the Budget approval for each of the aforementioned programs, 
since the Bureau had the responsibility of allocating the necessary 
funds made available under the Defense Production Act. This was 
true, for example, of the programs under which the contracts of pri- 
mary interest to the committee were awarded. 

I do not point out the limitations on DMPA authority for the pur- 
pose of shirking responsibility with respect to these three contracts. 
On the contrary, I stand shoulder to shoulder with Mr. Larson who 
but for my protest would assume full and entire responsibility for 
them. 

If I were again in the Government confronted by the necessity for 
decisions on the same facts, I would not decide otherwise. I believe 
those decisions were sound when made and that they are sound now. 
Indeed, if I may be pardoned for saying so, I believe that subsequent 


to the dates of our decisions eee the implementation of zinc 


expansion programs have more than justified their soundness. 
NECESSITY FOR EXPANDING DOMESTIC ZINC PRODUCTION DURING 
1951 TO 1953 


I would like to explain just 1 minute for the benefit of the com- 
mittee. In World War II, the purchases of raw material that were 
made direct from the miner would be bought by the Government. 
In the defense program it was necessary for the miner to be in a 
sition to have his material processed so that he could sell to the 

overnment a product that was ready for use. 

As an example, assuming that a cotton farmer—I will just take the 
example of a cotton farmer, because I know some of you are not 
familiar with mining—was going to sail his crop of cotton for the pur- 
pose of selling a certain type of fabric for defense purposes to the 
Government. 

It would have been necessary for the cotton farmer to have gone to 
a manufacturing plant, textile plant that was equipped to make that 
textile, and have them process the cotton into that textile and the proc- 
essor would take that textile and deliver it to you as the cotton grower, 
and you in turn would deliver it to the Government. 

That is the condition under which we had to function in all of the 
minerals that we had the responsibility for making available to the 


67178—55 4 








46 DEFENSE PRODUCTION ACT 


defense program, and that was the reason it was necessary in every 
instance that we make a trade or a contract with a mine operator. 
Whether it was in zine, lead, copper, or any other metal that re- 
quired a finished product, it was necessary for the miner, before he 
could make a negotiation and get a contract from the Government, 
to first get a letter of intent from a reputable refining company that 
they would take the concentrates from his mine and put it into the 
grade of material that he was contracting to deliver to the Govern- 
ment, and that is the reason it was necessary to bring that third party 
in all the negotiations except in the larger companies which had their 
own mines and their own refineries and could deliver their own 
product. 

Chairman Brown. At this point, was there any shortage of zinc 
at the time that you made these contracts with the Mid-Continent 
and the other two companies? 

Mr. Youne. Beg your pardon? 

Chairman Brown. Was there a shortage of zinc at the time you 
made these contracts? 

Mr. Youne. This was when we made the commitment, Mr. Chair- 
man. Commitments in all these contracts, excepting one, the com- 
mitments in two of these contracts, the negotiations started in 1951, 
in my statement here I will show exactly what the situation is. 

In answer to your question one of the first meetings that I attended 
after I came to Washington was a meeting called by Charlie Wilson, 
who was the head of the Office of Defense Mobilization, at which meet- 
ing Mr. Wilson and the director of the Office of Price Administration 
from Toledo, Ohio, was there. 

Mr. Eric Johnston, the Economic Director, and the man from the 
Copper Division 

hairman Brown. Pardon me just a moment. 

Gentlemen, we have a rollcall in the House. I wonder if we could 
meet this afternoon? 

(Discussion off the record.) 

Chairman Brown. Can you come back at 2 o’clock this afternoon? 

Mr. Young, can you come back at 2 o’clock ? 

Mr. Youne. I will. Can I finish this statement? 

Chairman Brown. You will have to do it in a hurry. 

Mr. Youne. Mr. Wilson in opening this meeting said, “Gentlemen, 
if we are going to secure the lead and zinc from Canada and other 
foreign sources, we must increase the price 2 cents a pound,” which 
they agreed at that meeting to do. That meeting was held on October 
1, and the price increase became effective on October 1. 

Chairman Brown. I think you had better finish it after the recess. 

Mr. Youne. All right. 

(Whereupon, at 12:10, the committee recessed, to reconvene at 2 
o’clock of the same day.) 





AFTERNOON SESSION 


Chairman Brown. All right, Mr. Young, come around. 
Senator CaPpeHArt. What page are you on? 
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STATEMENT OF HOWARD I. YOUNG, ACCOMPANIED BY JOHN T. 
LANE, COUNSEL—Resumed 


Mr. Youne. The first item to which the committee counsel has 
requested me to testify is— 
as to the necessity to expand zinc production to the extent such expansion was 
carried out from 1951 to 1953, or for the payment of subsidies. 

Before continuing my statement, I wish to state that I had decided 
opinions, not only on the zine program, but also on the 32 minerals 
and metal programs we had under continuous review and examination 
in our Division. 

This is a most important matter on which I have decidedly pro- 
nounced views. My views on this subject are a matter of public record 
in numerous places, not all of which I have been able to assemble for 
purposes of this hearing. They may be found, however, in speeches, 
press releases, congressional testimony, official Government reports, 
and internal governmental reports and recommendations. In a 
word, it has been my conviction for many years that (1) so long as 
a prospect of war exists our governmental policies should be devoted 
to expanding domestic metals production to the fullest possible extent 
in order to make this country and this hemisphere not dependent upon 
foreign sources of supply for strategic and critical metals; and (2) 
I abhor Government subsidies to the mining industry, primarily 
because of the inevitable Government control and regulation which 
they necessarily entail. 

In considering the necessity for expansion in domestic zine pro- 
duction during the period 1951 to 1953, it is important for the com- 
mittee to have in mind the particular facts as they existed at that 
time. This, however, is not a suggestion to obviate argument predi- 
cated upon hindsight in this instance because even when judged by 
hindsight full and complete justification for expanding domestic 
sources of zinc ores and concentrates during the period 1951 to 1953 
is very clear. 

The supply of zinc both from the standpoint of concentrates for 
the smelting plants and from the standpoint of stocks of metal in 
the hands of the smelters during the years had reached a critical situa- 
tion. The stock of slab zinc at the end of 1950 was less than 4 days’ 
production, and by the end of 1951 had been increased to the equiva- 
lent of only approximately 9 days. The exports of slab zinc from 
United States smelters in 1951 had increased by 24,000 tons over 1950 
and the stocks of available zinc for Government account had been 
reduced by 89,000 tons below 1950 gl irom for stockpiling account. 

I might say that the reason for the heavy export was on account of 
the British Ministry of Supply having purchased some various mines 
in Canada and South America, zinc concentrates, and shipped them 
into the United States where they had arranged with various smelting 
companies to refine them and ship the resultant metal over to Great 
Britain. 

The imports of slab zinc into the United States from foreign coun- 
tries were 42 percent below the year 1950. This was primarily on 
account of the OPS ceiling price being substantially below the foreign 
price; so that large quantities of slab zinc that had been normally 
imported into the United States from Mexico, Canada, Belgium, Italy, 
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Norway, and Peru went into the foreign field where prices were much 
above the OPS ceiling price. The concentrate imports from foreign 
countries into the United States during 1951 were approximately 10 
percent above 1950. : 

Some smelters had, even with this increase of foreign supplies of 
concentrates, found it necessary to reduce their output on account of 
the scarcity of available zine concentrates for smelting. At the close 
of 1951 the price of foreign zinc based on “London Ministry of Sup- 
ply” delivery Pittsburgh was approximately 25.66 cents per pound and 
in March 1952, this had been reduced to 25.96 cents per pound. This 
price compared with United States “eas western price at Pittsburgh 
of approximately 20 cents per pound. 

Inasmuch as I had for several years served as Chairman of the 
Munitions Board Industry Advisory Committee on Zine and Lead, 
I was familiar with the stockpile objectives as announced by the 
Chairman of the Munitions Board. We had been informed of the 
stockpile objectives and the necessity for producing every ton possible 
for that purpose. On account of the extreme shortage of zinc that 
existed in 1950 and 1951, the defense authorities had requested a care- 
ful survey of stockpile objectives by competent advisers and the ob- 
jective had been substantially reduced. This reduction, I understood, 
was primarily on account of the shortage of the probable supply over 
the nearby years and to make available more of the current produc- 
tion for domestic uses. 

Consequently, when I became Deputy Administrator in the latter 
part of 1951, I felt then, as I do now, that the zinc supply was ex- 
tremely serious when you looked at it against the policy of supplying 
not only the mobilization effort, but keeping the national economy 
going at the highest possible level as well. However, I might observe 
in passing that all of the background on which my program thinking 
was based may not have been understood by those within DMPA who 
are quoted in the Congressional Record as disagreeing with me. 

My reason for making that statement is that we had differences in 
our shop, our accounting, and some of our other people, so that those 
of us who had had industry experience didn’t fully realize what the 


situation was, and we wanted to get more supplies than they thought 
we should get. 


(Discussion off the record.) 

Mr. Youn«. I want to say for the record that the production of zinc 
last year, in the year 1954, which as we all recognize was a good busi- 
ness year, was the lowest production of domestic-mined zinc that we 
have had any year since 1934, which was the depth of our depression. 

Chairman Brown. What date was that last year ? 

Mr. Youne. The production last year when we had good business. 

Representative GAMBLE. Did you say 1954 or 1934? 

Mr. Youne. I said the lowest production since 1934. 

The lowest we had from our domestic mines since 1934. That is 
according to the Government records. 

I am just citing that to show you why in 1951 to 1953 we were 
urging continually development of domestic ore deposits in zine and 
lead and other minerals. 

That was the situation in zinc. The price last year was lower than 


it was during the defense period and all the marginal mines had to 
close down. 
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Representative Rains. What light does the supply of zine in 1954 
shed on the time involved in this report ¢ 

Mr. Youne. No. It is shed on two things. One was the steel 
strike that happened—they are the largest consumers of zinc. 

I will state that here in a minute. ‘They were down about 60 days. 
Another was that we did not consume in our national-defense program 
as much as was estimated either in this country or in Great Britain. 

Representative. Ratns. As I understand you to say last year was the 
lowest since 1934? 

Mr. Youne. That is right. 

Representative Rarns. How does that shed any light on the period 
of time you were serving as Deputy Administrator ¢ 

Mr. Youne. In mining you must plan ahead in order to maintain 
production. 

From the time you find a new ore deposit by drilling and sink shafts 
and get it into production usually involves about 5 years, therefore 
our program that was in effect from 1952 to 1953 was to encourage 
the development and expansion of zinc production and other metal 
production which we knew would not be available until 3 to 5 years 
from that date, excepting with the small mines that we could keep 
operating in the nearby areas. 

Representative Ratns. During the time that these charges were 
alleged by General Accounting what was the situation with reference 
to zine supply during that time, at the time you signed this order ¢ 

Mr. Youne. At the time this ‘order was signed, the stocks of zinc in 
the hands of the producers of slab zinc at the end of 1950 were less 
than 4 days’ supply, 8,000 tons in round figures. At the end of 1951, 
it was between 21,000 and 22,000 tons. At the end of 1952 we had 
the steel strike, the stock got up to 87,000 tons. 

Representative Ratns. What was the stockpile at that time, at the 
time the orders and the contract was already signed ? 

What was the condition of the stockpile? 

Mr. Young. That I know you appreciate—I want to ask a ques- 
tion—that is classified. 

Representatives Rarns. I don’t want the exact amount. But was 
the stockpile sufficient ? 

Mr. Youne. In my judgment it was not sufficient at the time. 

Representative Rarns. How is it that in the same department ac- 
cording to these reports that were given to us we find some others who 
are supposed to be experts in the field asserting that the stockpile was 
suflicient and the supply of zinc was ample at the time you signed the 


-contract. 


Couldn’t the number of pounds be determined, the exact supply ? 
Mr. Youne. It depends on your philosophy of what you should have 
in stockpile. If you want a stockpile, so if you do have an all-out 


‘emergency where you need a substantial amount of material and you 


want to take from active industry production that is needed to keep 
active industry going, then you probably had sufficient stockpile of 
zinc. 

But my thinking—I may be wrong—is that if we do have another 
all-out emergency that the debt of this country is going to be such 
that we should continue to keep industry operating at maximum 


capacity controlled only by the available manpower and we should 


have enough in stockpile to draw out for national defense and keep as 





50 DEFENSE PRODUCTION ACT 


high a rate of civilian industry going as much as possible if for no 
other reason than to pay taxes and keep the war debt at the minimum. 

The objective that had been told to our committee in 1950 at the time 
we had the last meeting of which Hubert Howard was Chairman of 
Munitions Board, the stockpile objective was twice as much as I found 
that the objective had been set to when I came here in 1951. 

Representative Rarns. At the time you signed the contracts was 
that ? 

Senator Carrnart. Let’s get the record straight. He never signed 
any contract. They were signed by Jess Larson. 

Representative Rarns. I don’t remember the date. Mr. Larson 
signed them, but I believe it was on your recommendation. 

Mr. Youna. That is right. 

Representative Rarns. Didn’t you make a recommendation to Mr. 
Larson ? 

Mr. Youne. That is right. 

Representative Rarns. At the time you made those contracts, or 
they were signed, did you take into consideration the economic pic- 
ture as well as the stockpile? 

Mr. Youne. If you will carefully review the record you will find 
that there was a commitment made to the two companies in 1950 and 
1951. 

A letter of intent that you have this mine and we are going to have 
it examined and we need your product and this letter of intent sets 
forth the basis on which we will take your production. Then the 
final contract, you go through a lot of negotiations with all the vari- 
ous divisions you go through. If I could take just a minute to explain 
to you, here is what you do. If you as a mine operator would have 
brought a proposition in there, the first thing you would have done 
you would have met the man that was in charge of the domestic ex- 
pansion, which was James Douglas, who is a brother of Lew Douglas. 
He was my deputy on domestic expansion at that time. 

You would tell him what you had. You had a mining engineer’s 
report which showed you had an ore body. In the case of Mid-Con- 
tinent you told Mr. Douglas you were not in a position to finance it. 

Mr. Douglas would send you back to the Zine Division, who would 
give you the form to figure out, or what you needed and so forth. 

Then they would say to you, you must find someone to convert your 
zine concentrates into slab zine and deliver to the Government and 
you must have a report made by the engineers from the Bureau of 
Mines and the United States Geological Survey examination so we 
will have that report. 

If that verifies the statement you have made to us, we will enter 
into a contract. That time that all those things required was much 
longer in this case than normally. 

Representative Rarns. The record is clear that in this case you had 
so many objections to it all along that it took some time to work out 
all these objections; did it not? 

Mr. Youne. That is right. 

That is the reason Mr. Larson took it over and handled it. Because 
as he said this morning, it was one of those troublesome cases. 

Representative Ratns. Of course, you have a statement there and 
I don’t want to take a lot of time, Mr. Chairman. 

Chairman Brown. This is very important. Go ahead. 
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Representative Rains. This is a letter which I would like to have 
explained to my satisfaction. Do you know Mr. Baron I. Schacklette, 
Director of Compliance? Do you have a copy of a memo that he 
wrote you under date of May 5, 1952? 

Mr. Youne. Do I remember it? 

ene Ratns. Do you recall that memo and do you have a 
copy ¢ 


Mr. Youna. No; I don’t remember it, because I have not had access 
to any records since I left over there in May 1953. 

Representative Ratns. First of all, who is this Mr. Clough? 

Mr. Youne. I never met Mr. Clough until January 1950. He is 
from Minneapolis or St. Paul and he was sent to DMPA, I under- 
stand, at the suggestion of Mr. Harrison who is the head of a labor 
group. Mr. Harrison was on the committee that had to do with 
natural resources and Dr. Elliott, of Harvard University, who was 
still in ODM, attended a meeting they had and made a talk about the 
extreme scarcity of zinc, lead, and copper, and about the fact that 
they needed to expand the production as fast as possible. 

Mr. Harrison knew Mr. Clough and saw him here in Washington 
and told him that DMPA was interested in having them bring in new 
mine production. 

Mr. Clough called in on the telephone and he was told to get in 
touch with Mr. James Douglas of the division over there who was 
in charge of domestic expansion. 

He saw Mr. Douglas. Mr. Douglas told him what he had to do 
and he went back to find somebody that would treat his concentrates 
and deliver the metal because he had to have that letter before the 
Government would go any further. 

When he got the letter he went to R. A. Young who was vice presi- 
dent of our company in St. Louis. The reason he went to St. Louis 
was because St. Louis is the closest freight shipping point from West 
Plains, Mo., to where there is a smelter located. 

He went there and talked to him and R. A. Young wrote him a 
letter that if he made a contract with the Government—— 

Representative Rarns. Who is R. A. Young? 

Xe Youne. He is vice president of the American Zine Co. of 
Illinois. 

Representative Ratns. What relation is he to you? 

Mr. Youne. He is my son. 

He had a statement from him that he would take this concentrate 
and smelt it and return the metal to him. 

Mr. Clough then proceeded with his negotiations. Mr. Clough 
came in to see me in January 1952. That was the first time I ever 
met the gentleman. I saw him at various times from then on. All 
the negotiations that were handled with him were handled by Mr. 
Douglas, Mr. Tom Lyon, Mr. Johnson, Mr. Butler, Mr. Ford, and 
Mr. Sherman. And the legal people who were in those various divi- 
sions and the accounting division that was in the various divisions 
and Mr. Larson and our General Counsel. 

Representative Rarns. Mr. Young, in this memorandum of which 
I will be glad to have you have a copy, it appears to be a photostatic 
copy of a memo dated May 5, 1952, to you, Howard I. Young, Deputy 
Administrator, from Baron I. Schacklette, Director of Compliance, 
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“Subject: Mid-Continent Mining Corp., Maynard F. Clough, presi- 
dent,” I find some things in it that I don’t quite understand. 


He seems to be advising you in this statement, and I quote from the 
statement to you: 


Assuming, for the purpose of this memorandum, that there are no irregularities 
iv this transaction which would warrant criminal prosecution and that from 
an engineering point of view the proposal is sound, I nevertheless feel that I 
should emphasize my concern about certain sensitive factors which might be 


exploited by the press or congressional committees resulting in extreme embar- 
rassment to this administration. 


This transaction is identical from a public-relations standpoint with two recent 
cases investigated by the FBI and which received nationwide publicity as a 
result of hearings both before the Senate Investigations Subcommittee. It is 


my belief that if this transaction were publicized the following factors would 
be headlined. 


This is what I was asking about Mr. Clough: 


(1) As a recognized industrialist and “big businessman,’ you would be given 
more than localized coverage by the press, particularly in view of the fact that 
your son is head of the American Zine Co. of Illinois and has committed his 
firm to advance moneys to the Mid-Continent Mining Corp. under certain condi- 
tions, and, as discussed, in our conference, has participated in discussions on this 


transaction with representatives of Mid-Continent Mining Corp. 
And (2)— 


this I emphasize— 


Mr. Clough would attract publicity by virtue of the fact, as discussed with you, 
that he was prominently identified with James V. Hunt, whom the Senate 
selected as the outstanding example for investigative inquiry of the so-called 
five percenters, Mr. Clough was, as you undoubtedly know, also associated with 
Preston Tucker, whose reputation in the public mind is not consistent with 
sound business practice. It is unquestionable that on the basis of these facts 
alone, any transactions in which Mr. Clough was involved with the Government 


would be subject to extreme public criticism. 

Then he cites 8 and 4. You had this memo apparently and dis- 
cussed it with Mr. Shacklette prior to the contract. 

Mr. Youne. If he addressed it to me, I no doubt had it. 

Representative Rarys. Do you remember it? 

Mr. Youna. I remember this, that we had a report. I don’t re- 
member the details there. I did not remember that. But I also re- 
member that we asked Clough to get some different officials of this 
company to head it up. 

teperesentative Rains. What was his company ? 

Mr. Youne. His company was the Mid-Continent Mining Co. 
When I say different officials, I mean he had some men in there that 
our investigation indicated were very high-class businessmen and I 
know and you know from experience that very often honest people 
are dragged in the mud unjustly. 

Reperesentative Rarns. I certainly agree with that. 

Mr. Youne. My contacts that I had were with Mr. Clough and were 
very satisfactory in every respect. I had had contacts in business with 
his legal representative in St. Paul who was associated in some min- 
ing deals with Hubert Howard with whom we had business deals. 

I have every reason to believe Mr. Clough was an honest man and I 
have no reason to believe otherwise now. 

In view of that statement we did ask him to change his corporate 
structure so he would have different officials. 
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Representative Rarns. Did the other officials ever come into the cor- 
porate structure ¢ 

Mr. Youne. They did. 

Representative Rarns. You were aware of this stituation then prior 
to recommending the contract with Mid-Continent ? 

Mr. Youn. No. What date was this? 

Representative Ratns. This is May 5, 1952. 

Mr. Youne. That was 6 months after, that was 5 months or 6 
months after Mr. Clough had been given a letter—5 or 6 months after 
he had been given a letter of intent. 

Here was our job. Our job was to get critical materials that were 
needed. 

We wanted to do business with people that were honorable and had 
a good business record. Mr. Clough apparently from this report had 
had some association with people and had not been a success. I think 
he refers to Tucker. That was the Tucker automobile thing in Chi- 
cago that you will recall was quite a thing. 

Representative Rarns. I don’t know the facts. 

Mr. Youne. I think that is what it was. We did not hesitate for 
1 minute after we knew he was going to have satisfactory heads of his 
company on account of any report we had to that effect. 

Representative Ratns. To what do you attribute the reason Mid- 
Continent never went through and never delivered the zine and so 
forth? 

Mr. Youne. They found as Mr. Larson stated this morning, when 
they made their application originally, it was either going to cost a 
total of five or six hundred thousand dollars. Then in negotiations 
they kept stating—well, here is the situation, it had changed and the 
price of metal and we have to cut the price down here and the figures 
were this price, you can’t pay off the $500,000, but you can pay off a 
$325,000 loan. 

That would be my judgment. That is the way they should have 
figured at least. 

“Repr esentative Rains. Mr. Young, let me ask you a specific question 
and this is just for the record for your benefit as well as the com- 
mittee’s. Did you benefit personally by virtue of the recommendation 
of this contract ? 

Mr. Youne. I never benefited personally from that contract or any 
other contract that went through the DMPA in the entire period that 
I served in DMPA. 

Representative Rarns. You were handling matters other than zine 
in the metal program ? 

Mr. Youne. We were handling 32 different minerals and metals. 

Representative Rains. One question, I would like to know. I have 
no facts or figures on it at all. In these contracts for smelting of 
zinc—and I understand you had some interest in a smelting company. 

Mr. Youne. We own, when I say “own,” the American Zinc Com- 
pany of Illinois—— 

Representative Rains. Did you pass out any of this business during 
that time to your competitors in the zine business ? 

Mr. Youna. No; as a matter of fact you will find from my state- 
ment that the amount of zine we got from all DMPA contracts was 
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only a very small percentage of the total amount of zinc that we were 
smelting at our various facilities. 

(Nore.—By letter dated July 20, 1955, to the chairman, Mr. Young 
advised that the answer should be “Yes” if Representative Rains was 
referring to DMPA contracts other than the three under discussion.) 

We were smelting at the rate of 27,500 tons of zinc concentrates a 
month. The maximum we would get from all of the DMPA contracts 
if they had gone through to production was 650 tons a month. So 
that the small amount there made no difference. 

We were running at maximum capacity. We—when I say “we” I 
am talking—TI am accused of having 3 hats but I have only 1. I was 
a Government servant down here and I am talking about from the 
standpoint of the Government agency that I represented we were 
very anxious to bring into production any ore deposit that looked 
like that might not only contribute to the defense program but might 
add to our economy over a period of time, because mines have a way 
of lasting a long time and this is near a good mineralized area in 
the southern part of Missouri. 

Senator Bricker. At what time was the letter of intent to Mid- 
Continent issued in relation to when you came to the Government. 

Mr. Youne. What time was what ? 

Senator Bricker. Was the letter of intent to Mid-Continent given 
in relation to the time you took your job? 

Mr. Youne. I went on the job in September 13, 1951, and Mr. 
Clough of the Mid-Continent Co. first went into our office around 
November or early December of the same year. It was about 3 months. 

Senator Bricker. About 3 months after you went in the letter of 
intent was issued ? 

Mr. Younea. It was about 3 months after I went in that he first 
came in that he started discussing the proposition. The letter of in- 
tent I would have to find the date on it. You probably have it in 
the records. I should say that the letter of intent should have been 
written sometime in December or certainly early in January. 

Senator Bricker. 1951 or 1952? 

Mr. Youna. December 1951 or January 1952. 

Senator Bricker. In DMPA you were engaged not only in the 
stockpile effort but you were engaged in the development of the in- 
dustry for war purposes and for the civilian economy ? 

Mr. Youna. That is right. Zine was being allocated and distrib- 
uted to the various users at that time and we were interested in getting 
as much zine as we possibly could from all sources for our defense 
and civilian economy. 

Senator Bricker. That is all, Mr. Chairman. 

Senator Capenart. Mr. Chairman, I hold in my hand a copy of a 
memo that was written by Mr. Schacklette, the gentleman who wrote 
the same memo to Mr. Young. Mr. Schacklette wrote a memo to Mr. 
Jess Larson on February 14, 1952, in which Mr. Schacklette calls Mr. 
Larson’s attention some of the same things that he calls to Mr. Young’s 
attention about Mr. Clough. 

Mr. Chairman, I would like to ask the General Accounting Office 
this question again. I think maybe we asked it in the Senate Bank- 
ing and Currency Committee. 
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Who was it that suggested that you report this matter to the 
Senate Banking and Currency Committee prior to the passage of the 
Defense Production Act? 

Mr. Exxis. That was done by the Comptroller General as on his 
own emergency under the statute, the statute directs him to make 
reports as he deems proper to committees of Congress. That was 
done on his own motion. 

Senator CapeHart. The other day you brought out, I believe, that 
someone had suggested it to you, that the record shows that. 

Mr. Exits. This had been suggested by a number of sources that 
the matter should be examined into. 

Senator CareHart. Who were some of the sources that suggested 
that it be examined into? 

Mr. Exwis. Senator, I don’t want to be coy but the first rule of a 
fair and honest investigation, which I think this was, and I would like 
to have a chance to talk to Mr. Young and show that because he has 
forgotten a lot of things. The first rule is not to reveal anonymous 
sources and neither do we give out anything that any of the anony- 
mous sources gave us. We prove the entire case by documentary evi- 
dence. There is not a statement in that report that cannot be demon- 
strated by a document, many of which are in the report. Many of 
the things that come to us were not documented and were not final 
and were purely confidential and I do not reveal that because I don’t’ 
think it would be fair to Mr. Young or to the members of this 
committee. 

Senator Carenart. Did it come from any Member of Congress? 

Mr. Exxts. I believe not. 

Chairman Brown. Senator Capehart, when we were in that tin 
hearing, we heard that some matters ought to be looked into. 

Representative Rarns. When was that hearing? 

Representative GamsBie. That was last summer. 

Mr. Exxis. Mr. Sinclair refreshed my recollection whether this com- 
mittee did not also make the suggestion to someone on the staff. 

Representative Gamsie. It was brought out in the testimony. We 
asked a question, “Have you any other situations you are going into 
similar to this or along these same lines?” and the answer was “Yes.” 

Mr. Exuts. That’s right 

Representative GamBLe. Two or three or four? 

Chairman Brown. Here is the statement of Mr. Mansure in the 
hearing on loans extended to the United States Tin Corp., July 1954: 

Mid-Continent Mining Corp., an advance of $325,000; MacArthur Mining Co., 
advance of $45,000; Westmoreland Manganese, $2,800,000; and Appalachian 
Mining, $675,000. 

The Senator will not insist on his question. 

Senator Bricker. That is based purely on the efficiency of your 
organization and not a legal right you have, not to reveal the sources 
of your information. 

Mr. Exxts. I don’t know of any statute. 

Senator Bricker. You don’t have a legal right to insist on it. 

Mr. Exxis. That is right, I would have to tell the committee of 
Congress anything that the committee wants to know. That ques- 
tion has come up often and I have often put it to the committees 
that it is far more fair to the committees and the people investigated 
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if we do not report anonymous gossip and rumors, information that 
can’t be verified. 


I don’t report it and I don’t use it. Not a word in this report is 


based on any such information. Every sentence in the report has a 
document to support it. 


Chairman Brown. All right, Senator Capehart. 

Senator CarrHart. I am finished. 

I wanted the record to show that this man Schacklette in February 
1952 wrote a memo to Mr. Larson and on May 5, 1952, he wrote a 
similar memo to Mr. Young, but in spite of both of these memos, Mr. 
Young and Mr. Larson decided to make an agreement and did enter 
into a contract with Mid-Continent. 

Chairman Brown. I think both of those should go in the record. 

Without objection, these letters will go in the record. 

(The letter dated May 5, 1952, referred to above, follows :) 


GENERAL SERVICES ADMINISTRATION, 
COMPLIANCE DIVISION, 
May 5, 1952. 
Memorandum 
To: Howard I. Young, Deputy Administrator, Defense Materials Procurement 
Agency. 

From: Baron I. Shacklette, Director of Compliance. 
Subject: Midcontinent Mining Corp., Maynard F. Clough, president. 


As you know, following our conference on April 30, 1952, Mr. Clough was 
interviewed concerning all phases of his participation in this transaction, as a 
followup of a previous interview in which he declined to make a statement to 
a representative of this Division. 

Assuming, for the purpose of this memorandum, that there are no irregularities- 
in this transaction which would warrant criminal prosecution and that from 
an engineering point of view the proposal is sound, I, nevertheless, feel that I 
should emphasize my concern about certain sensitive factors which might be 
exploited by the press or congressional committees, resulting in extreme em- 
barrassment to this Administration. This transaction is identical from a public- 
relations standpoint with two recent cases investigated by the Federal Bureau of 
Investigation, and which received nationwide publicity as a result of hearings be- 
fore the Senate Investigations Subcommittee. It is my belief that if this 
transaction were publicized, the following factors would be headlined: 

1. As a recognized industrialist and “big businessman,” you would be given 
more than localized coverage by the press, particularly in view of the fact that 
your son is head of the American Zinc Company of Illinois and has committed 
his firm to advance moneys to the Mid-Continent Mining Corp. under certain 
conditions, and, as discussed in our conference, has participated in discussions 
on this transaction with representatives of Mid-Continent Mining Corp. 

2. Mr. Clough would attract publicity by virtue of the fact, as discussed with 
you, that he was prominently identified with James V, Hunt, whom the Senate 
selected as the outstanding example for investigative inquiry of the so-called 
Five Percenters. Mr. Clough was, as you undoubtedly know, also associated 
with Preston Tucker, whose reputation in the public mind is not consistent 
with sound business practice. It is unquestionable that on the basis of these 
facts alone any transactions in which Clough was involved with the Government 
would be subject to extreme public criticism. 

3. On the basis of the interview with Clough, information of record was sub- 
stantiated that he is a promoter without visible means of support. He has 
admitted liabilities of $200,000 with no tangible assets other than his 70 percent 
stock interest in the Mid-Continent Mining Corp. Nine judgments, totaling 
$39,793.24, are of record against him in the District of Columbia, of which two, 
totaling $16,857.46, are in favor of the United States Government, which, again, 
would undoubtedly be highlighted as a reason why the United States Government 
should not participate with him in any transaction of this type. He could 
probably be characterized as a hotel “skip” in that he ran up a bill at the May- 
flower Hotel in excess of $900, was requested to leave, and it was necessary for 
the hotel to institute legal proceedings to effect settlement of its account. A 
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similar situation existed as a result of his stay at the Roosevelt Hotel in New 
York, which also had difficulty in collecting its account of $650. 

4. As you know, during the course of the negotiations on this contract, Mr. 
Clough offered DMPA employee Robert S. Butler a position with Mid-Continent 
at a salary considerably in excess of that which he was then receiving from 
the Government; at the time this offer was made, Butler was actually working 
on the Mid-Continent proposal as the DMPA representative, which culminated 
in a recommendation favorable to Mid-Continent. 

The completed interview with Mr. Clough does not alter my previous expres- 
sions to you that serious consideration should be given the public-relations 
aspects of the proposed loan to the Mid-Continent Mining Corp. 


(The letter dated February 14, 1952, referred to above, follows :) 


GENERAL SERVICES ADMINISTRATION, 

COMPLIANCE DIVISION, 
February 14, 1952. 

Synopsis, file reference 24-20135-W. 


MEMORANDUM 


To: Jess Larson, Administrator. 

From: Baron I. Shacklette. 

Subject: Maynard F. Clough, president, Mid-Continent Mining Corp., West 
Plains, Mo. 

Special inquiry, background and financial responsibility. 

* * * While the investigation has not been entirely completed, I feel that it 
is imperative that you be apprised immediately of certain facts which cast 
considerable doubt upon the propriety of the contract under consideration. 

According to information received from officials of DMPA, the Mid-Continent 
Mining Corp. has leased a zinc mine situated in Howell and Ozark Counties, Mo., 
on a royalty basis with a minimum royalty of $10,000 per annum. The president 
of the camp, Maynard F. Clough, St. Paul, Minn., has advanced approximately 
$29,000 for expenses incident to the leasing and promoting the property. Three 
other individuals have advanced a total of about $5,000. It is understood that 
the promoters of the corporation expect to invest no further sums in this enter- 
prise. Under the terms of the proposed contract, DMPA is to advance $400,000 
to purchase machinery and place the minimum operating condition and guar- 
antee a minimum rate for the purchase of the zinc produced from this mine. 
In addition, under a collateral contract, the American Zine Company of Illinois 
had agreed to smelt the ores produced by Mid-Continent Mining Corp., and to 
advance this concern up to $100,000 for operating expenses. 

Our preliminary investigation has disclosed that Mr. Howard I. Young, Deputy 
Administrator, DMPA, has taken an active part in the negotiations with Mr. 
Clough and that Mr. Young, who was formerly president of American Lead Zine 
Smelting Corp., was instrumental in the consummation of the contract between 
the American Zinc Company of Illinois and the Mid-Continent Mining Corp., 
providing for the advance of $100,000. Mr. Young’s son, R. A. Young, is vice 
president of the American Zinc Company of Illinois. 

Our inquiry has disclosed that the fee to the mine is owned by Lee E. Ives 
and Florence 8S. Ives, of Cleveland, and C. E. Doane and Mary R. Doane, of 
Poplar Bluff, Mo. A mortgage on the mine is held by D. Howard Doane. Our 
agent was advised by G. E. Doane that he and Ives had last operated the mine 
during 1944-47, during which period the operation showed a net loss of $16,178.69 
and was therefore discontinued. In 1947 Doane and Ives contracted with the 
Eagle-Picher Co. and the Parte DeWitt Construction Co., of Poplar Bluff, Mo., 
to mine and wash zinc carborate from this mine. The contract was rescinded 
because the ore could not be smelted profitably. 

In March 1951, Doane and Ives leased the mine on a royalty basis to J. Brad 
Ellingson, of Minneapolis, Minn., and Harold Livingston, of West Plains, Mo. 
Ellingson is reported to be a salesman of hospital equipment, while Livingston 
is said to have dabbled in mining in the vicinity all his life. We have little 
background information on Ellingson. However, Livingston is regarded as a 
local drunkard. His reputation as a miner is questionable and he has a poor 
local credit rating. It is understood that Ellingson interested Clough, who in 
turn interested Sally Robbins, a St. Paul lawyer, in the property. These four 
individuals formed the Mid-Continent Mining Corp. and Clough was elected 
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president and treasurer and Livingston vice president and secretary. Living- 
ston and Ellingson then assigned this lease of the mine to the corporation. Back- 
ground of Clough, Ellingson, and Robbins has not been completed. However, 
Clough is known to be a real-estate operator and entrepreneur. During World 
War II he operated a manganese mine in North Carolina and expected to sell 
the product to the United States Government. However, he was able to produce 
only $4,000 worth of ore at a cost of $116,000 and he eventually filed a claim 
against the Government that was eventually disallowed. 

During the course of the negotiation with DMPA, the Mid-Continent Mining 
Corp. submitted a financial statement indicating a net worth of $888,742.05. The 
major item of assets consist of $875,000 set up to cover the mine reserves. In 
the opinion of the Comptroller this item should not be considered an asset and if 
eliminated the company would have a deficit position to the extent of $21,400. 


POTENTIAL, ETHICAL, AND LEGAL INVOLVEMENT 


Among the significant personalities involved in this proposed contract is Robert 
S. (Bob) Butler, mining engineer, Defense Materials Procurement Agency, who 
was employed December 13, 1951, at grade GS-14 upon the recommendation of 
Mr. Howard Young. Mr. Butler prepared a report on the potentialities of this 
mine, which is based primarily upon information contained in previous reports 
of the Bureau of Mines regarding the amounts of indicated and inferred ores. 
Although Mr. Butler expressed his professional opinion that the mine had great 
potentialities, representatives of the United States Geological Survey and 
Bureau of Mines were less optimistic concerning the possible productivity of the 
property. During the course of our investigation at West Plains, Mo., our special 
agent in the field was informed by one of the fee owners of the mines that the 
officials of the mining corporation, who had relatively little experience in this 
type of operation, intended on the basis of the recommendation of the American 
Zine Co. to employ Mr. Butler as superintendent in charge of all operations, be- 
cause while American Zinc owned no stock in Mid-Continent it committed itself 
to advance up to $100,000 and Mid-Continent indicated to the informant that it 
would accept the advice of American Zinc on policy. 

It is significant that Mr. Butler and Mr. Clough have. reportedly been well 
acquainted for several years that Mr. Butler according to informed Govern- 
ment sources intends to leave the Government service. You are of course, 
familiar with the provisions of section 202, title 18, United States Code. It is 
possible’ the activities of Mr. Butler may bring him within the purview of the 
intent of this statute. 

CONCLUSIONS 


Our preliminary investigation discloses that the promoters have a relatively 
small financial investment in this venture and that the Government is expected 
to supply the bulk of the necessary funds. The operation of the mine is dis- 
tinctly marginal in character and the amount of reserves and productivity are 
questionable, In addition the background of the individuals involved does not 
reflect any successful experience in this type of operation. It is my under- 
standing that officials of DMPA are expediting this transaction, and I am, 
therefore, alerting you to the information presently available. A final report 
will be prepared and furnished to you in the very near future. 


Added in pencil: 


Information regarding Clough set forth in Jim Hunt Diary. This means the 
Hooey committee may have Clough tabbed as a 5 percenter to be watched. 

Representative Tatie. Were amortization certificates used quite 
extensively as incentives to production ? 

Mr. Youna. Amortization certificates were given to the larger 
companies that had money of their own to go ahead and develop the 
resources. 

Most of the amortization certificates on zinc and lead were issued 
prior to the time I came down here and the record will show that the 


é 2 Prosecution extremely unlikely (if deal is killed), but adverse publicity a very present 
anger. 
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major companies such as St. Joseph Lead Co., and American Smelt- 
ing & Refining Co., and the Anaconda Copper Co., and the compa- 
nies of that class that had the money to do that themselves that 
wanted to put in equipment, would get a rapid writeoff. 

We did have and worked quite a lot after I came down here on 
iron ore, on the development of the taconite deposits in the iron 
range and spent a lot of time on the question of the right for amor- 
tization of those properties up there which as you know was a very 
large measure project. But that was also financed by private capi- 
tal and they were giving rapid writeoffs. 

But when it came to these smaller operators that had small mines 
where you could get production quickly, the question of financing, 
most of them had to have help. That was not only true in zine and 
lead, it was true in manganese and in chrome and in other minerals, 
in mica and in feldspar, and in fluorspar, and some in copper as I 
believe, also, but other metals. We had 32 programs and I don’t re- 
member every one of them. We had rapid tax writeoffs where the 
people could put up their own money and they were putting it into 
surface equipment. 

You can’t get a fast writeoff when you are putting money into a 
mine. You have a definite law on that. You have a definite law on 
depletion allowance for tax purposes. That was taken care of. 

epresentative Tatitre. There was some evidence at a meeting last 
week that 12 contracts were entered into from about the middle of 
June 1951 to about the middle of May 1952, and during approximately 
the same period amortization certificates were granted to 41 companies. 

That is in the record for our last meeting. Does that seem to ring 
true from what you know about the situation ? 

Mr. Youna. I know there were a large number of them that did get 
rapid tax writeoffs. 

tepresentative Tatty. It would appear on the basis of that evidence 
that there would be need for more zinc but the charge was made that the 
expansion went on when there was no need for additional zinc. 

Mr. Youne. Of course that is a matter of judgment, and as a matter 
of fact, you will notice by this morning’s paper—if you read this morn- 
ing’s paper—here is a company that will expand their zine production 
by between 25 to 40 percent. 

That is the second expansion they have made since the war down 
there. They made one in 1951 when we had our shop running. Now 
they are going to make another. 

So Iam quite sure that our position on the expansion not only of zine 
but also of other metals was absolutely sound in every single respect. 

Representative Tatix. I brought that matter up last week and I 
wanted to check it with you. 

That is all, Mr. Chairman. 

Senator Carenart. Mr. Young, have you ever or do you now own 
any stock in Mid-Continent or W. M. & W., or MacArthur? 

Mr. Youna. I have never had a penny’s worth of stock in any mining 
company in Missouri or Oklahoma other than our own company. 

Senator Carenart. Had you any interest in those three companies 
indirectly ? 

Mr. Youne. Absolutely none. 


Senator Carenart. Any member of your family have any interest 
directly or indirectly ? 
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Mr. Youne. Absolutely not. 

Senator Caprnart. Did you ever receive any compensation from 
them of any sort ? 

Mr. Youna. No, sir. 

Senator Carenart. Did American Zinc have any interest in any of 
these three companies ? 

Mr. Youna. Absolutely none other than the contract to treat the 
concentrates that came from Mid-Continent and we had a contract 
that was made in 1950, almost a year before I came down here, with 
W.M.& W. and the contract with MacArthur was made following my 
coming down here. 

I say, Senator, all this publicity that happened after the Delaware 
Senator made this statement. Here is a letter I would like to read 
into the record to answer that; may I read it ? 

Senator Carrenart. Is it in answer to one of my questions? 

Mr. Youne. It is from MacArthur. 

Senator Carenart. Does it have to do with your interest in it? 

Mr. Young. It certainly has. 

Senator CareHart. You may proceed. 

Mr. Youna. It is addressed to me. 

Representative GamsBLe. Who wrote the letter ? 

Mr. Youne. John W. Hoffman, of Baxter Springs, Kans. He is 
president of the MacArthur Mining Co., Inc., which is one of the 
companies here. 

He says: 

MacArtHur MINING Co., INc., 
Baxter Springs, Kans., July 12, 1955. 

Deak Mr. Youne: I am enclosing clipping from the Kansas City Times of 
Senator Williams’ speech in the Senate yesterday regarding zinc. 

As far as the MacArthur Mining Co. is concerned, you had nothing whatever 
to do with making our loan from the General Services—the loan was recom- 
mended by the engineers’ office of the DMPA in Joplin for $60,000. 

In making our contract with the General Services, they stipulated that we 
had to have a contract with some smelter as they could not buy concentrates. 
There was no statement or provision in our contract that we had to make the 


contract to the American or any special smelter. We were free to ¢ontract with 
whomever we pleased. 

Our contract with your company was made in St. Louis with Mr. R. A. Young, 
vice president. Mr. Williams’ statements are beyond understanding, and to 
imply that there was anything wrong in the making of our contract is abso- 
lutely wrong. I am sorry I cannot come down to Washington myself, but Mrs. 
Hoffman is dangerously ill with a heart attack and I cannot leave. 

After all the work you have put in, it is certainly very discouraging. 

With best regards. 

Sincerely yours, 
J. W. HOFFMAN. 

Senator Caprnart. Mr. Young, did American Zinc loan any money 
to anyone of these three companies ? 

Mr. Youne. Yes. 

Senator Capenart. To which one? 

Mr. Youne. To the W. M. & W. 

Senator Carprnart. And how much? 

Mr. Youne. When we made a contract with them—may I just give 
you the history ? 

Senator CapeHartr. How much did you loan? 

Mr. Youne. We loaned them to start in with $25,000. 

Senator CaprHart. When was the loan made? 

Mr. Youne. In 1950. 
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Senator Carenart. That was prior to your coming to Washington ? 

Mr. Younc. We made one loan, the commitment was made but the 
money was not paid until September 18. 

Senator CareHart. What was the purpose of the loan? 

Mr. Youne. The loan was for the urpose of giving them working 
capital to open up a mine that had been down for some time. 

enator CapeHart. Is it the general practice of your company and 
other smelting companies to make advances or loans to mines? 

Mr. Youna. It is the common practice. We have been buying con- 
centrates in that area down there since 1905 and we have made hun- 
dreds of loans to small companies. We are doing it now. 

Senator Carenart. In other words it is common practice. 

Mr. Youne. Where they get working capital and they pay it back 
at so much per month or so much per ton until they liquidate it. 

Senator CareHart. How many such loans or contracts would you 
say American Zinc made in the last 25 years? 

Mr. Young. In the last 25 years, I should say, my guess is in the 
last 25 years we probably made a hundred or more. 

Senator CareHart. Such loans as this. 

Mr. Youne. Yes. 

Senator Capenart. Did American Zinc loan any money to the other 
two? 

Mr. Youne. No. 

Senator CaprHart. Did they advance any money to the other two? 

Mr. Youne. No. On the Mid-Continent, the DMPA, their engi- 
neering department asked Mr. Clough to have some of the drilling that 
had been done checked. Mr. Clough arranged through R. A. Young 
for our mining department, chief engineering in St. Louis, to get a 


drill rig and put down some check holes and the cost of those check 
holes plus the cost of ae the cuttings out of those holes and the 


cost of the geologist that they kept on the job to sample it, amounts to 
somewhere between ten and eleven thousand dollars that Mid-Conti- 
nent doesoweus. ‘They never paid us one penny. 

Senator CapeHart. They still owe American Zinc? 

Mr. Youne. Yes. 

Senator CaprHart. Did anyone of these three companies ever de- 
liver any ore to be smelted ¢ 

Mr. Youne. Yes. Senator, we had been buying the W. M. & W. 
since 1950. That was coming in right along and they shipped us 
right along from the time that they opened the mine in 1950, but then, 
at that time they came down here for help, they have not paid us or 
borrowed any money since that time. 

Senator CapPEHART. How many competitors does American Zinc 
have in the smelting business ? 

Mr. Youne. About seven at this time. 

Senator CapeHart. What percentage of the ore did you smelt from 
mines that were financed by DMPA? 

Mr. Youna. I havea statement here; an exhibit. 

Senator Carenart. Just give us the percentage if you have it in 
percentages. 

Mr. Youne. The ores that were mined from DMPA compared with 
the total tonnage when we were treating it in 1952, it was seventy-seven 
one-hundredths of 1 percent. 

67178—55—5 
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Senator Capenart. Your total business? 

Mr. Youne. Of our total business. 

Senator CapeHart. Of your total business, less than 1 percent of 
ore was smelted from mines that the DMPA loaned money to? 

Mr. Youne. Thatisright. That were operating. 

Senator CapeHart. What percentage was that to the total produc- 
tion of the concerns that DMPA did loan money to? 

Mr. Youne. When you ask what they loaned money to—DMPA ; 
there was one loan down in Mexico and some loans in Wisconsin. I 
have not had the record to refer to. But there were DMPA loans on 
zinc from Mexico and also from Wisconsin and from other sections 
of the United States; but, answering your question on these three con- 
tracts, if they had gone through and they had finished their capacity, 
we would have had, in 1953, 1.95 percent of our total tonnage could 
have been supplied from those properties. 

Senator Carenart. How much would that have amounted to in 
dollars and cents to the total of your business ? 

Mr. Youne. That excludes the DMPA contracts that our com- 
pany 

Senator Carenart. What percentage would this 1.95 amount to 
to your total business ? 

Mr. Youna. That is our total smelting business. 

Senator Carenarr. What would that amount to in dollars and 
cents? 

Mr. Young. I will give it to you. 

Senator Carenarr. A hundred thousand or half million or million ? 

Mr. Young. Oh, no. 

Senator Carenart. What would that amount to? 

Mr. Younea. This zine would go to the Government, so all we would 
get would be the treatment charge. 

Senator Carenart. I understand that. What would it amount to 
in dollars and cents ? 

Mr. Youne. It would have amounted to approximately $450,000 to 
$500,000 maximum for treatment charge if they all went through. 
When we actually did get it, however, it only amounted to approxi- 
mately $75,000. 

Senator CarpeHart. How much business does the American Zinc, 
Lead & Smelting Co. do each year? 

Mr. Youne. We do from sixty-five to seventy-five million dollars’ 
worth of business a year. 

Senator Carenart. If the total thing had gone through, this would 
have been some $450,000 ? 

Mr. Youna. That’s right. 

That would have replaced metal that we were treating. It would 
not have been that much more. We were operating at capacity. 

Senator Carrnart. I would like to ask the GAO people if you are 
alleging that Mr. Young personally made any money out of these 
transactions ? 

Mr. Exuis. No. We think his company benefited to a small extent. 

Senator CapeHartr. You mean American Zinc? 

Mr. Extis. Yes. 

Senator Carenart. How do you maintain that American Zinc 
benefited ? 
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Mr. Extits. On one deal with Mid-Continent, the loan—there were 
five. Mid-Continent benefited in the first place our figures show had 
Mid-Continent got a smelting which that deal called for, that is, had 
Mid-Continent gone ahead and done their job, the total would have 
been around $750,000. 

Senator CarenHart. Mr. Young just testified that the total would 
have been around, if American Zinc had smelted all their production, 
$450,000. 

Mr. Exits. That is why I would wish there had been an opportunity 
for Mr. Young and I to get together. 

Mr. Youne. Remember that you are figuring the total tonnage they 
had inthere. It would take several years to mine that. 

Mr. Extis. Yes. 

Senator Carrnart. What are your observations and allegations 
against this gentleman ? 

Mr. Exuxts. Second, there is the little $10,000 item Mr. Young just 
mentioned. Third, there was the contract of November 5 under which 
American Zinc undertook to get the right to put zine to the 
Government. 

Senator Carenarr. What is that? 

Mr. Exxts. Not shown; it is not shown that that contract ever was 
carried into effect. But the contract seems to say in so many words 
that American Zine can furnish the zinc to the Government, Mid- 
Continent does not, and of course it provides a favorable price. 

Senator Capenart. American Zinc can furnish what ? 

Mr. Eris. Can furnish the zinc to the Government which Mid- 
Continent had agreed to do if Mid-Continent was not able to do so. 

Mr. Youne. Let me explain that. 

If you will read that contract carefully you will find this. R. A. 
Young made the contract but I know what that meant to Mr. Clough. 
If we are putting your ore into a mixer and the Government requires 
you to deliver special high-grade ore, high grade for munitions pur- 
poses, we will buy your zinc and we will give you the high-grade 
ore here at the same price plus a premium to replace it. 

We did not have a pound that was not committed to Mr. Clough. 

Mr. Exuts. It is quite possible that the contract does not mean what 
it says. 

I read the contract with great care. 

Mr. Lane. Do you have it here? 

Mr. Exits. It isan exhibit here. I read it 3 or 4 times and it seemed 
to me to read the other way. 

Senator Carenart. How long has American Zinc been in business? 

Mr. Youne. Since 1898. 

Senator Capenart. And they are in the business of smelting zinc? 

Mr. Younea. Yes; since 1905. 

Senator CaprHart. Does everybody in the zine and lead business 
know you are in that business? 

Mr. Youne. That is right. 

Senator Carenart. And your chief plants are where? 

Mr. Youna. Our plants are at Dumas, Tex.; Fort Smith, Ark.; Iam 
talking about smelting plants. 

Senator Capenart. That is what I want. 

Mr. Youne. East St. Louis, Fairmont City, which is a suburb of 
East St. Louis; Monsanto, Il.; Hillsboro, Ill. ; and Columbus, Ohio. 
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Our mines are in the States of Washington, Colorado, Arizona 

Senator Carenarr. You have been in business since when ? 

Mr. Youne. 1898. The company was organized in 1898. 

Senator Carrnart. What percentage of the stock of American Zinc 
& Lead do you own? 

Mr. Youne. Personally ? 

Senator Carenart. Yes. 

Mr. Youne. About 2 percent. 

Senator Carenart. About 2 percent? 

Mr. Youne. That is right. 

Senator CarrHartr. How much does your family own? 

Mr. Youne. The family—take my wife and my daughter and my 2 
sons, we st have 3 percent. When I say own, that is not all 
paid for, Senator, but that is what we are committed for. 

Senator Capenart. About 3 percent ? 

Mr. Youne. That is right. 

Chairman Brown. Mr. Young, when this loan of $325,000 was made 
to Mid-Continent, it was made on the basis that the American Zinc, 
Lead & Smelting Co. would supply $75,000; isn’t that right? 

Mr. Youna. I can’t answer—it was made on the basis it would 
supply 

Chairman Brown. “That our company”—you are the president of 
the American Zinc, Lead & Smelting Co.—“would supply $75,000.” 

Mr. Youne. I had absolutely nothing to do with the negotiations 
of the $75,000 commitment to Mr. Clough or the Mid-Continent Co. 

That was handled entirely by our vice president. But I think I 
knew after the commitment had been made by Dick, because it was a 
matter of record in DMPA. I knew that our company was to put up 
$75,000, providing that $325,000 would not complete the deal and 
providing Mr. Clough went ahead. 

Senator Capenart. Why didn’t you insist on this $75,000 being 

aid ? 
F Mr. Youne. Why? 

Senator Carrnartr. Why didn’t you insist on the $75,000 being 

aid? 
3 Mr. Youne. Why didn’t I? Ihad nothing to do with it. 

Chairman Brown. I understand in 1951-52 and probably in 1953 
your company had certain contracts with these three mining com- 
panies, is that right? 

Mr. Youne. We had contracts—that is right. 

Chairman Brown. At the time the $325,000 loan was made by the 
Federal Government ? 

Mr. Young. I believe the contract was in 1952. Iam not sure. 

Chairman Brown. Well, we will pass that for the moment. Did 
you have any contracts with any other mining company except these 
three? 

Mr. Youna. Yes. 

Chairman Brown. During 1951 and 1952? 

Mr. Youne. Beg your pardon? 

Chairman Brown. 1951, 1952, and 1953. 

Mr. Youne. We had contracts at about that time with about 20 
different suppliers of zine concentrates from the United States, Mex- 
ico, and Canada. 

We are using 27,000-——— 
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Chairman Brown. Those companies did not call on the Govern- 
ment for assistance, did they ? 

Mr. Youne. I don’t know whether any of the small ones in the 
West did or not. I don’t know. I think this, Mr. Chairman, some 
of them in Wisconsin probably did. 

Chairman Brown. bia you agree to Mid-Continent employing Mr. 
Robert S. Butler from DMPA after he had worked on this case ? 

Mr. Youne. Did you ask, Did I agree? 

Chairman Brown. Yes. 

Mr. Youne. Mr. Robert Butler was our engineer in the Zine Di- 
vision. Mr. Butler, had before coming to Washington, been 
employed for several years down in Central America. I had known 
Mr. Butler since 1927. I was located in the Joplin district and he 
operated properties just across a road where I operated properties 
for our company. 

He came to Waskinisten and came into my office and wanted to 
know if there was a chance of getting a job in DMPA. 

I told him to go to the eae department and file an applica- 
tion and talk with the head of the Domestic Expansion Division and 
also the head of the Foreign Expansion Division and to determine 
whether there was any opening in the Engineering Division. 

The next thing I heard that Mr. Butler had satisfied on his quali- 
fications and that one of the men in one of the divisions had quit and 
left the organization and he was going to replace him. 

In the course of the negotiations that Mr. Clough had with DMPA, 
one day Mr. Clough said to me, “How well do you know Bob Butler?” 
I said “I know him since the twenties.” 

“What do you know about him?” 

“T know he is a darn good operating man.” 

He says, “I have been very much impressed with him on the en- 
gineering job he did on my property. I may offer him a job. Do 
you have any objection.” 

I said, “No, I have not.” I want to say further to you and to the 
committee that at that time had I known or had any idea that there 
was any misaction in doing that it would never have been done. I 
have seen people and some of you leave Government and go into pri- 
vate industry and I did not know there was any restriction of a man 
going from Government to private industry. 

Chairman Brown. Did any company in which you were interested 
have a contract to receive royalties on equipment from Mid-Continent 
Mining Corp. ? 

Mr. Youne. No; there was a test made by the American Cyanamid 
Co. The American Cyanamid Co. and our company and Mr. Rickov- 
sky and the Minerals Beneficiation Co., which is listed in this group 
here, have patents on a process that is used in concentrating ore. 

The American Cyanamid Co. furnishes all the engineering and sales 
staff. Where they find there is a new mine being opened up, they take 
ore from that and make a test to say whether those ores are amenable 
to that particular process, and if the test is satisfactory, they have 
made licenses. 

There are no licenses made with this company, however. 

Chairman Brown. Did you go to St. Louis to the bank with Mr. 
Clough? 
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Mr. Youne. I don’t recall doing that, but I do think my son went 
with him. 

Chairman Brown. In what capacity ? 

Mr. Youne. Vice president. He went over to introduce him to the 
vice president, Mr. Walter Hine, of the Mercantile Trust Co. 

Chairman Brown. I believe he testified that you went with him. 
He might be mistaken ? 

Mr. Youne. I don’t recall going with Mr. Clough. I do recall tell- 
ing him that if he got in touch with Dick, he would take him over 
and introduce him to Walter Hine. 

(Nore.—By letter dated July 20, 1955, to the chairman, Mr. Young 
stated that he had sought to ascertain the full facts as to these matters 
and after investigation believed them to be: My son did not accom- 
pany Mr. Clough to the bank but telephoned Mr. Hine to make an 
appointment for Mr. Clough, and several days after Mr. Clough had 
begun discussion with the bank I walked with him to the bank on a 
day when I was going there to attend a bank board meeting.) 

Senator Bricker. May I ask a question of the general ? 

Mr. Young has testified that whatever they got from these three 
companies, or might have gotten from the three contracts, would 
have supplemented other work they were doing in the smelting 
business, because they were operating at full capacity. If that be 
the situation, would they have made any more out of these contracts 
than the ordinary contracts they were carrying out, if they were 
operating at full capacity ? 

Mr. Exuis. To the extent that the prices were high, because of the 
floor ceiling provision, there would have been a slight increase, but I 
don’t suppose that is very substantial. If it is true that the smelting 
company was operating at full capacity, I don’t know what the justi- 
fication is for the need for this zinc, Geocus it was justified on the 
basis that the industry was in bad shape, and needed some help. 

Senator Bricker. They were helping the development of produc- 
tion in the field, in the mines. 

Mr. Exxis. We were talking about the need for the program of 
zinc. The entire program was justified to the DPA at this stage along 
in the summer of 1952 on the basis of a distressed mining industry. 
But it is not quite clear how the mining industry was in this distress, 
if the American Zinc people in the smelting business were doing a 
capacity business. 

Senator Bricker. They were one of many smelting companies op- 
erating at that time. 

Mr. Youne. I started in as an accountant myself, and I started in 
as a clerk in our office. That is the difficulty we had over at DMPA, 
too. Our smeltings in 1951—in all of our plants combined we treated 
343,000 tons. In 1952 we treated 332,000 tons. In 1953 we treated 
332,000 tons. In 1954 we treated 262,000 tons, when the production 
was off some. In other words, you will see that there was only a 
10,000-ton variation in those 3 years. When you are running plants 
at capacity, a variation of three-tenths of a percent is not very much. 

Senator Carenart. Did Mr. Butler go to work for Mid-Continent ? 

Mr. Youne. He did not. 

Mr. Exis. Could I finish the answer to Senator Bricker’s question ? 

Senator CapeHart. Yes. 

Senator Bricker. I would like to have that. 
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Mr. Exu1s. I think we should all try to be absolutely fair about it. 
I am sure that American Zinc would have had plenty to do without 
these jobs. The zinc people would like to give us the figures on what 
charges were actually being made. Along in the winter of 1952 
and the spring of 1953, when the price got down to 10 cents, how 
much was the processing charge then as compared to what the charge 
would be to Mid-Continent that had a floor price of 16 cents? Did 
the processing charge get to be more for the higher price? 

Mr. Young. I will take off my Government hat far a minute, and 
I am talking entirely asa zine man. When we made a commitment to 
deliver to you, we will say you were Mr. Clough, on the basis of 16- 
cent metal, we knew that the year before that metal had sold at 1914 
cents. We didn’t know whether there would be a war or not and it 
would go back to the 1914 cents. You would have gotten your treat- 
ment charge at 16-cent metal even if the market had been 25-cent metal. 

Mr. Exis. The other business was business done at a lower price 
with a lower processing charge? 

Senator Bricker. When the contract was made, that was not ap- 
parent, was it? 

Mr. Exuis. I think so. This was the only contract in the entire 
program that was entered into over the market price. 

Mr. Young. I beg your pardon. 

Mr. Ex.is. Mid-Continent is the only contract entered into above 
the market price, 16 cents, and the market was 15. 

Mr. Young. Our company, before I went down here, had two con- 
tracts that commitments were made on with DMPA, and they deliv- 
ered quite a substantial tonnage of zinc. 

Mr. Exuis. They were not over the ceiling price. This was the only 
contract over the ceiling price. 

Mr. Young. You mean over the ceiling price at the time the contract 
was actually dated. 

You are right on that, but don’t overlook the fact—maybe there is 
no such thing as a moral commitment in Government, but to me, as 
a businessman, there is a moral commitment every place. We made 
a commitment to Mr. Clough and some others that the contract would 
be made on a certain price basis. 

Mr. Larson finally set the price himself and he chewed it down to 
beat the band from what our first commitment was, and I think the 
letter of intent—Mr. Senator, maybe there is no moral obligation by 
governments. 

Senator CaprHart. When was the letter of intent sent? 

Mr. Young. It was given him when the price was 191% cents. 

Senator Bricker. That was in October or November of 1951? 

Mr. Youne. That is right. 

Mr. Extis. That was not a letter of intent. It was not a commit- 
ment. Furthermore, they did not carry out the conditions that your 
letter called for. 


Raves" Young. The price was 1914 cents when we told them to go 
ahead. 


Mr. Euuis. Yes. 
Senator Carenart. Who wrote the letter? 
Mr. Exxis. Mr. Young. 


Mr. Youna. The letter was written by Mr. Sherman, who was in 
Mr. John Ford’s shop. 
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May I take a moment to explain our organization ? 

Senator Caprnart. Yes. 

Mr. Lane. It is signed by Mr. Larson. 

Senator Carenart. The letter is signed by Mr. Larson ? 

Mr. Youna. The letter of intent. 

Senator Careuart. Why isn’t Mr. Larson on the witness stand 
instead of Mr. Young? 

Mr. Larson. I would like to be. 

Senator Capriart. In view of the fact that Mr. Larson signed all 
these contracts and he approved them all, and since he testified here 
this morning and took complete, 100-percent responsibility for what 
happened, are ycu filing charges against Mr. Young and not Mr. 
Larson ? 

Mr. Exits. I don’t like the word “charges.” 

Senator Carenart. Allegations, then. 

Mr. Exits. Because Mr. Young was the one who had the conflict of 
interests ; secondly, Mr. Young was the one on whose recommendations 
the contracts were signed; also, Mr. Young approved the engineering 
report which was the real crux of the inquiry. 

Senator Carenart. Are you making the statement then that Mr. 
Larson did not approve them ? 

Mr. Exits. No; he approved them on the basis, as we understood 
them, of Mr. Young’s approval, which is quite—— 

Senator Carenart. Mr. Larson, did you approve them on the basis 
of Mr. Young’s recommendations, your own, or somebody else’s recom- 
mendation ? 

Mr. Larson. If I had, I would have approved an entirely different 
arrangement in the case of Mid-Continent. I negotiated Mid-Conti- 
nent’s $325,000 advance and the 16-cent-floor ceiling, which was en- 
tirely different from what the engineers had recommended, which had 
been transmitted to me through Mr. Young. 

Senator CareHart. You negotiated the $305,000 loan and the 16- 
cent price, and not Mr. Young? 

Mr. Larson. That is right. 

Chairman Brown. Did Mr. Young make a recommendation on it? 

a Larson. He transmitted the hearing reports to me, both pro 
and con. 

Chairman Brown. He recommended it? 

Mr. Larson. He recommended his point of view, but it was not on 
his recommendation that I acted. I acted on a proposition that I 
negotiated. 

Chairman Brown. The Government lost the $325,000 ? 

Mr. Larson. Apparently it did. 

nt Brown. What terms justified your making such a loan 
as that‘ 

Mr. Larson. I was the head of the Agency, and it was my respon- 
sibility to resolve all controversies. 

Chairman Brown. Whose view did you rely on in that investiga- 
tion ¢ 
Mr. Larson. I relied on my own negotiations with Mr. Clough. 
Chairman Brown. Whom does he represent ? 
Mr. Larson. Whom do I represent ? 
Chairman Brown. No, Mr. Clough? 
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Mr. Larson. He was the man who organized Mid-Continent. He 
was Mid-Continent himself. Likewise it was my decision on W. M. 
and W. 

Chairman Brown. Did you lose on any of the other zinc companies / 

Mr. Larson. I beg your pardon ? 

Chairman Brown. Did you pave any other losses on any other zinc 
contracts ? 

Mr. Larson. I understand from what I read in the Record and in 
the papers that there were losses on these three companies. I don’t 
know of my personal knowledge as to other companies. 

Senator CapreHart. Here is a memorandum dated May 8, 1952, 
Mr. Young wrote to Mr, Larson. It says: 

Hope it will be possible for you to give me final decision on Mid-Continental 
today or tomorrow. 

From a technical and engineering standpoint, this situation looks O. K. 

What interpretation do you put on this? 

Mr. Exuis. It seems to me that explains the position. I don’t have 
any difference with what Mr. Larson and Mr, Young said. We tried 
to make it very clear here that Mr. Larson as Administrator was 
responsible. It was obvious he had a Deputy Administrator upon 
whom he had a right to rely, and to a certain extent, he relied on 
the Deputy Administrator. 

Senator Carpenart. Are you taking the position here today, after 
Mr. Larson sits here and takes 100 percent responsibility for this 
business and says he knows what he was doing, that he didn’t know 
what he was doing, and is not taking responsibility for it. 

Mr. Extis. I made it very clear, I thought last Friday to the Senate 


Committee, that both gentlemen were very responsible and I haven't 
heard them indicate any differently. 

Chairman Brown. Here is a letter from Mr. Young to Mr. Larson 
dated May 5, 1952: 


Hope it will be possible for you to give a final decision on Mid-Continental 
today or tomorrow. 
From a technical and engineering standpoint, this situation looks OK. 


Mr. Larson. That is the same one, Mr. Chairman, which Senator 

ag so just read. 
enator Capenart. I have just read that. 

Chairman Brown. At the time you advanced $325,000 to Mid- 
Continent, Mr. Young’s company, as I understand, was to advance 
$75,000; is that right ? 

Mr. Larson. No. Mr. Young’s company was only to have ad- 
vanced $75,000 in the event that Mr. Clough’s company fulfilled its 
obligations to the Federal Government. 

Chairman Brown. Was that one of the reasons you O. K.’d it? 

Senator Sparkman. And after Mr. Clough’s company had used 
up its $325,000? 

Mr. Larson. That is right, Senator. I mean that happened after 
I left the Government, and I don’t know any of the details of the 
administration of it. 

Mr. Exxis. Senator, this is set out on page 6 of the report, the 
numerous calls from Mr. Young to Mr. Larson. 

Chairman Brown. Was that after Mr. John Lawler took over? 
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Mr. Larson. I don’t recognize that name at all. You are referring 
back to Clough now ? 

Chairman Brown. Yes. 

Mr. Larson. There were some people from Minneapolis, as I testi- 
fied this morning, that I required Mr. Clough to get some responsible 
people associated with him in the compgny. There were some people 
from Minneapolis, the part of the country from which he came, 
who did take a part in the company and became associated with him. 
I don’t recall what their names were. 

Mr. Exuis. I could refresh your recollection. You refer to Mr. 
Lawler and Mr. Todd. It is true that Mr. Todd came in on the part 
of the job but Mr. Lawler did not. It was represented to you by Mr. 
Clough on June 4, however, that— 

Mr. John Lawler and Mr. Kay Todd will be the responsible executive officials. 
I understand both of these gentlemen are responsible business and profes- 
sional men in Minneapolis. 

We understand that Mr. Todd did become a part of the organiza- 
tion. Mr. Lawler did not. 

Mr. Larson. I had considerations, independently with Mr. Clough 
of what Mr. Young transmitted to me on this subject. 

Mr. Exxis. It was represented to you that Mr. Clough would not 
remain as manager and head of the company and would get out of 
the company but he did remain as manager. 

Mr. Larson. That was part of the negotiations which Mr. Green 
here handled. I acquiesced to Mr. Clough’s not getting out of the 
company. I felt it wasn’t fair with all the work he put in it. AsTI 
told Senator Sparkman this morning, I made this decision with full 
knowledge of the compliance reports that had been put in the record 
here. The man who made those reports to me did so at my request, 
and I had had at that time and still have the greatest confidence in 
him. Those reports were made on a confidential basis, and they 
make certain statements in there that cannot be verified. They were 
made in good faith and I don’t step aside from the implication of any 
of those reports at all, but I do call attention to the committee that 
you are putting what is equivalent to an FBI confidential report in 
the file here that is making unsubstantiated charges against people who 
are not here to testify themselves. 

Chairman Brown. I don’t know any such thing about that. These 
people had a right to make the report they did make, so we aren’t 
going into that. 

Mr. Larson. I am not talking about the General Accounting Office 
report. 

eater Carrnart. He is talking about the reports that were made 
to him. 

Chairman Brown. Let me read a letter from Howard Young dated 
June 4, 1952, to Jesse Larson, Administrator, DMPA. 


I am getting daily telephone calls from Minneapolis regarding Mid-Continent. 
Can you give me any idea when the final decision will be made, so I can advise 
the interested parties? 

As my memorandum of May 9 advised you, Mr. John Lawler and Mr. Kay 
Todd will be the responsible executive officials. I understand both of these gen- 
tlemen are very responsible business and professional men of Minneapolis. 
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You received that letter, didn’t you? I think that shows that Mr. 
Young knew all about it. It seems to me he made some kind of a 
recommendation, whether right or wrong I don’t know. 

Mr. Larson. I didn’t intend to leave the implication with the com- 
mittee that he didn’t know about it. 

Chairman Brown. You seemed to intimate that he didn’t know 
very much about it. That is what I thought from your testimony. 

Mr. Larson. I am sorry if I left that impression. 

Senator CapeHart. Doesn’t it indicate that Mr. Young, the under- 
study of Mr. Larson, had the responsibility and duty as things came 
over his desk to funnel them to the boss and get a decision? He was 
keeping Mr. Larson informed that he had something here on his desk 
that ought to be handled one way or the other, and he was trying to 
get a decision ; isn’t that all it means? 

Mr. Gamsie. Wasn’t that his job in your opinion, Senator? 

Senator Capenart. Yes. 

Senator SparkMan. I think even though that points up the prob- 
lem that we are confronted with—— 

Chairman Brown. My impression was that Mr. Young contends 
he didn’t know that. 

Senator Carenart. I don’t think that. 

Mr. Young. You mean I said I didn’t do that? 

Chairman Brown. That you didn’t have anything to do with the 
recommendations. 

Mr. Youne. I didn’t say that. 

Chairman Brown. What did you say? 

Mr. Youne. That I didn’t make a recommendation to Mr. Larson. 

Chairman Brown. That is my understanding. 

Mr. Youne. Or didn’t make any calls to Mr. Larson ? 

Chairman Brown. No. My understanding is that you didn’t make 
a direct recommendation to Mr. Larson on this deal. 

Mr. Youne. I did not make on this $350,000. 

(Nore.—In a letter dated July 20, 1955, to the chairman, Mr. 
Young stated that the transcript should read, “I did not make a direct 
recommendation on this amount of $325,000 of financial assistance.”) 

Chairman Brown. That is the reason I read the letters. 

Mr. Youne. Mr. Larson decided that amount between himself and 
Mr. Green and whoever he talked with. He talked with me about it 
but I had nothing to do with the original recommendation on it. 

Senator Sparkman. As I understand from Mr. Larson, you sub- 
mitted the reports that came into you from both sides. 

Mr. Youne. That is right. 

' Senator Sparkman. And there were certain contingencies laid 
aown., 

Mr. Youne. Here was a flow from DMPA and various agencies 
through Mr. Larson. We had the Domestic Expansion Division 
which had a Director who was my deputy. He had under him the 
programing division. He had under him also the various metal 
divisions. Those Metal Divisions would make their reports through 
the Domestic Expansion Director. He would O. K. them and pass 
them tome. I would O. K. them and pass them to Mr. Larson for final 
decision and final approval. That was the flow. 
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Chairman Brown. I want to read this letter. Here is a letter to 


Mr. Clough from you, called a letter of intent, dated January 25, 
1952: 


This office has reviewed your application for a floor-price contract for produc- 
tion of zinc concentrate at your mine in West Plains, Mo., and for an advance 
of $500,000 of Government funds to finance necessary capital and other costs 
to place your mine in operation. As you were advised by Mr. Sherman yester- 
day, we will consider a contract guaranteeing you a price of $110 per ton of 
concentrate, equivalent to 17 cents per pound, for the product of your mine, and 
advancing to you a substantial sum for capital costs. 

Under your proposal, based on your stated operating costs, you will have in 
1 year of operation repaid the total advance, and recovered your investment plus 
a profit. You will also own free and clear without tax obligation a complete 
operating plant costing upward of $400,000, for treating the large quantity of 
additional ore which you claim to have available but which has not been proven. 
At the current price of zine your profits will be substantially greater. You have 


stated that you have spent on the project some $25,000 for exploration and other 
preliminary expenses. 


This office is charged with the obligation of promoting the production of addi- 
tional strategic metals, of which zinc is an important item. We appreciate your 
offer to assist in this problem. It is our policy to negotiate contracts of the type 
you request. However, it is not our policy to guarantee a profit of the extent out- 


lined above by contracts wherein the borrower has no reasonable financial 
participation. 


We suggest, therefore, a floor-price contract, and an advance of not to exceed 
$400,000 for capital expenditures only, to be repaid from income derived from 
sales from your mine, subject to your furnishing satisfactory evidence of your 
ability to invest $100,000 of your own or other private funds in the project, $50,000 
of which will be used for capital expenditures before drawing on the Govern- 
ment advance, the balance to be retained by your for necessary working capital. 

If the above suggestion is acceptable, kindly advise me at your early con- 
venience and a letter contract to that effect will be drafted as soon as practicable. 


I believe that is the letter dated January 25, the letter of intent. 
a Carrnart. Is that the letter of intent you are talking 
about £ 

Mr. Youna. Well, Senator 

Mr. Lane. We are sure, Senator, but I think that is not what the 
report refers to as the letter of intent. Back in the body of the text, 
the letter of intent is referred to as exhibit 1. What we have just 
had read as exhibit 6. Exhibit 1 is the letter of intent according to the 
intention of the General Accounting Office report, and that letter of 
intent, namely, exhibit 1, is the document signed by Mr. Larson. 

Mr. Exxis. May I help you on that, Mr. Lane? 

I don’t want a discrepancy left. The January letter, you may recall, 
was not a letter of intent, because it didn’t bind the Government to 
anything. You may call it a letter of intent but it actually was 
not. It was nothing more than a tentative offer. The offer was never 
accepted and they never put up the $100,000, which was the stipulation 
in the January letter. It wasn’t until June that a formal letter of 
intent was written which I think did bind the Government. The June 
letter was officially a letter of intent which was a binding letter, and 
on which the people had a right to rely. 

Mr. Lane. The letter the chairman read is not a letter of intent? 

Mr. Exuis. That is an offer. 

Mr. Lane. Your report, I cannot help but note, has written in on the 
letter, read by the chairman, in handwriting: 


This is the so-called letter of intent. 
Mr. Etuis. This is a picture of the document in the file. 
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Mr. Lane. The chairman could very well be misled. It takes a 
technical man to appreciate that this letter which is denominated in 
the report as a letter of intent is not actually a letter of intent, as you 
have just admitted. 

Mr. Extis. So-called letter of intent—but it is not a letter of intent. 

Mr. Lane. This is illustrative, Mr. Chairman, this kind of thing, of 
the great difficulty we have in conducting an adequate presentation to 
the committee’s satisfaction with all the voluminous matters contained 
in these reports which were just handed to us this morning. 

Chairman Brown. The main point about this letter is that the wit- 
ness stated that they would have to furnish $100,000. That is the 
purpose I read this letter for. Let me ask the witness: What price 
did Mid-Continent pay American Zinc Co. for the equipment it 
purchased ? 

Mr. Young. Since I saw the article in the Congressional Record I 
have had our treasurer go through all of our sales records and we have 
not sold one dollar’s worth of equipment to the Mid-Continent nor 
to any of the other two companies. 

Chairman Brown. None of these three companies? 

Mr. Youne. According to our records, no equipment at all has been 
sold. The only work we did for Mid-Continent, as I said awhile ago, 
was the drilling on the property there which had been requested by the 
technical department of the Government. 

Chairman Brown. The Government asked that to be done? 

Mr. Youne. They asked Mr. Clough’s company to have that done 
so they would have some check records. 

Chairman Brown. What was the depreciated value on the books of 
the American Zinc Lead & Smelting Co. ? 

Mr. Young. I beg your pardon. 

Chairman Brown. That is part of the equipment matter. 

What was the depreciated value on the books of the company of the 
conemant’ 

Mr. Youna. We never sold a penny’s worth of equipment. 

Senator Carenart. Do you people maintain that they did sell equip- 
ment to Mid-Continent ? 

Mr. Exxis. I believe it was through their Western Engineering. 

Mr. Youne. We have nothing to do with Western Engineering Co. 
That is a San Francisco company. They have no connection what- 
ever with the American Zinc, Lead & Smelting Co. 

Mr. Exits. May I introduce in the record the evidence on which we 
relied, Mr. Chairman ? 

Chairman Brown. What is that? 

Mr. Exxis. May I introduce the evidence on which we relied ? 

Senator CapeHart. One of the allegations was that American Zinc 
= equipment to one of these three companies. Mr. Young says he 

id not. 

Representative GamsBie. That ought to be easy to prove one way or 
theother. Either you did or you did not. 

Mr. Youne. When this Congressional Record came out and was 
spread all over the United States, including our St. Louis papers, that 
dragged me through the mud good and plenty. They cad we had 
sold this company $60,000 worth of equipment; also said we had sold 
the Government 1,167 tons of metal at one and a half cents above the 
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premium price, yet we haven’t sold the Government in that period 1 ton 
of metal at any price. 

ae Carenart. Let the General Accounting Office tell us 
wherein they made a mistake on the $60,000, if they made a mistake, 
and if they made a mistake on the 1,100 tons of zinc sold to the 
Government. 

Mr. Exits. There is a letter from Mr. Clough of Mid-Continent, 
dated July 18, 1953, addressed to General Services Administration at 
Kansas City, Mo.: 

We wish to point out that in agreeing to attempt this job with said $325,000 
that we did so on the basis of a 400-ton daily capacity plant with jaw crushers 
for primary and secondary and roll crushers for fine crushing preparatory for the 
ball mills. Because of the metallurgical work done by American Zine on our 
ores, and on their advice, we procured first a heavy media separation plant 
which they had available and recommended that we purchase. This plant is 
presently installed at the Alice mine— 
along with other material mentioned. 

Senator Capenart. Is installed where? 

Mr. Extis. It says that American Zinc had it available and it was 
installed at the Alice mine, and they made it available to them. 

Mr. Youne. You can check with Mr. Clough who happens to be in 
the city. You can get him in here and ask him about it. Mr. Clough 
asked me if we would have our chief metallurgist go with him and 
look at a piece of equipment which had been installed at a coal mine 
that was owned by the Western Machinery Co. Mr. Amond, who was 
our chief metallurgist, went up with him. That is the extent of the 
American Zinc’s interest. We use similar equipment in Mascot, Tenn. 
He told them it looked O. K. to them. 

We can’t find a record of selling Mr. Clough anything, and I said 
this to him after I called him, when I saw this. 

He said, “We didn’t buy one penny’s worth of equipment from 
you.” 

" Mr. Exxis. That question may be a serious one, but the more serious 
question is that the equipment was far beyond their needs, and it cost 
them $60,000 extra. 

Mr. Lane. Mr. Chairman, please, sir 

Chairman Brown. You can’t argue with the witness. 

Senator Capenart. What equipment was beyond their needs? 

Mr. Exxi1s. There was supposed to be about a 1,200-ton mill. What 
was contemplated by the engineers when the deal was approved by the 
Government was a 400-ton mill. 

Senator Carenart. Mr. Larson takes complete responsibility for the 
$325,000 loan and making this contract. 

Mr. Exuis. This shows how the money was dissipated. Instead of 
buying a 400-ton mill they bought a 1,200-ton mill. 

Mr. Youne. May I make a statement ? 

Chairman Brown. Yes. I recognize you. 

Mr. Youna. This gentleman, as I said a while ago, if they would 
have just asked a few questions, it would have saved a lot of trouble 
and a lot of embarrassment. The equipment that they looked at is 
used for the purpose of kicking out waste rock that is very low in 
mineral content, so it will not be necessary to grind that down and put 
it through the concentrating plants. 
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We use and have used for years the same equipment at our big 
mine at Mascot, Tenn., and we eliminate from 55 to 60 percent of the 
total tonnage as a coarse material, and then mill the rest of it. 

I talked to our chief metallurgist since hearing this. He said the 
flowsheet provided for the mining and crushing of 1,200 tons of ore a 
day, and the concentrating of 400 tons a day, and that was always the 
plan, and the chief metallurgist of our company is the man with whom 
Mr. Clough went and talked to and asked to go and look at this 
equipment, because we were using similar equipment in Mascot, Tenn. 

So if you had 1,200 tons mined and crushed down to the size of 
this, then this process would kick out 60 percent of that, or 720 tons, 
and leave you with 480 tons of ore to put through your finishing 
plant over here. 

That is the way the process is used. 

Senator BricKer. May I ask a question of the General Aceounting 
Office. Is it your practice in cases of this kind to try to ascertain the 
facts from all parties interested ? 

Mr. Euuis. Yes, sir. 

Senator Bricker. Did you confer at any time with Mr. Young or 
anybody connected with him about this report? 

Mr. Exuis, Yes, sir. 

Senator Bricker. Did he know what the report was? 

Mr. Ex.is. We didn’t confer with him after the report was made. 

Senator Bricker. Did you confer with him as you were making 
the report ? : 

Mr. Exuis. As we were doing the investigation ; yes. 

Senator Bricker. Did you take up these facts that are under dis- 
cussion now ¢ 

Mr. Etxis. I can’t tell you right now how many. That was done 
by the people in Kansas City. 

Mr. Lane. Did you see Mr. Howard Young? 

Mr. YounG. Nobody has ever talked with me about it. 

Mr. Exuis. That is what my people in Kansas City have assured me. 

Senator Bricker. I am not at all satisfied with the action of the 
General Accounting Office in the light of what has happened. If this 
is a truthful report, well and good. Has the General Accounting 
Office gone into all of the facts from both sides? You are not a 
prosecuting authority by any means. Have you gone into both sides 
and ascertained from Mr. Young all the facts that seem to be here in 
dispute ? 

Mr. Extis. We talked to Mr. Young on January 25, 1954, in the 
American Zinc office. 

Mr. Youne. You didn’t talk to me. 

Senator Bricker. January 25, 1954? Did they talk to you at any 
time ? 

Mr. Youne. No representative of the General Accounting Office 
has talked to me about this report at all. 

Representative GampB.e. Did you know that an investigation was 
going on? 

Mr. Youne. The man from Kansas City called our chief mining 
engineer, Mr. Dobell, and went over to see him when I was out of the 
city. Mr. Dobell is our chief mining engineer. He is the man who 
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looked after the drilling. Mr. Amond is our chief metallurgist at 
St. Louis. 

I don’t know whether the Kansas City man talked to him or not. 
Mr. Dobell has said nothing to me about any discussion except the 
verifying of the drilling that was done there. ; 

Mr. Extts. This is incredible, that there should be a difference of 
opinion on this. ; ; ; 

Senator Bricker. There are a lot of incredible things about this 
that should have been cleared up before the report came to the com- 
mittee and went into the Congressional Record. 

Mr. Extis. I could not do anything more to get a report cleared 
as I did this one. Because it involved a serious question about the 
zinc supply, I asked the officials at ODM, who are responsible for the 
zine situation, to go over that part of the report, which they did, and 
we incorporated certain suggestions they made. Because it involved 
the responsible actions of the general Services Administration, I 
asked two top officials of that Administration to go over the report, 
which they did. f 

They went over it at great length and had no comment, suggestions, 
or criticisms whatever. I had our legal staff go over the report. I 
had another independent attorney go over the report. I don’t know 
how I can do more. 

Senator Bricker. You could have ascertained these facts that are 
coming out here. 

Mr. Extis. Yes; we knew all of these facts. 

Senator Carenart. How could you possibly put in a report that 
Mid-Continent bought $60,000 worth of material from American 
Zinc from that letter ? 

Mr. Exxis. Because Mr. Clough, we understand, has several times 
complained that one of the reasons that his money was dissipated, 
that the deal turned sour, was American Zinc influencing him to buy 
this equipment and spending an extra $60,000. 

Senator CareHart. Your report says that he bought $60,000 worth 
of equipment from American Zinc, 

Mr. Exits. Which he says they had available; they had the mill 
available, and they bought it. 

Senator CapeHart. How you could ever ascertain from this letter 
that they bought $60,000 worth of equipment from American Zinc is 
beyond me. 

Senator Bricker. Did you ascertain that to be a fact or did you 
take that letter to be an accurate statement ? 

Mr. Ex.is. From that letter and from other evidence. 

Senator Bricker. What is the other evidence? 

Mr. Srncratr. Senator, may I answer that? 

Senator Bricker. I will be glad to have anybody answer it. I want 
to get the answer. 

Mr. Srncxatr. During the spring of 1953, representatives of the 
General Services Administration made an on-the-spot examination 
and inspection of this project at West Plains, Mo. I was told by one 
of them that at that time he got information to the effect that Ameri- 
can Zine had furnished a mill which was located in the West through 
a third party, the Western Engineering Co., and that it was delivered. 

Senator Bricker. Did you check with Mr. Young to find out 
whether that was an accurate statement or not 
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Mr. Stncxair. No, sir; I did not. ; 

Senator Bricker. Don’t you think it would have been a fair thing 
to do before you presented it to the Congress or to this committee ! 

Mr. Srncuair. That, together with this letter, satisfied us. 

Senator Bricker. That isn’t enough. Mr. Young is a businessman 
who has devoted and dedicated his service to the Government and 
before making accusations against him I think you should have 
checked with him or with somebody in his company who is responsible, 
and it would have been a simple matter to determine to whom that 
machinery belonged and who sold it to Mr. Clough. 

Mr. Exuis. The buyer of the machines said they procured the 
machines which they had available—“they” being American Zinc. 
What more can I do with it? 

Chairman Brown. Did you check with Mr. Young or anybody rep- 
resenting Mr. Young? 

Mr. Etuis. I wouldn’t say on this item that we checked with Mr. 
Young. We checked with Mr. Clough and the General Services Ad- 
ministration people confirmed it. 

Chairman Brown. What did Mr. Young have to do with it? 

Mr. Exits. I don’t know that he had anything to do with it. We 
said his firm sold the machinery to them. I am distressed that there 
is a difference of opinion on that. The people at Kansas City have 
reported to me that on the 25th of January they had a meeting with 
you, Mr. Howard Young, Mr. Dobell, and Mr. Griffith, and the dis- 
cussion at that time included the advance of $75,000 and the test 
boring and the employment of Butler, and possibly other subjects. 
This comes from my Kansas City people who did the interviewing. 

Senator Bricker. Is there anything in that letter about the sale 
of this machinery alleged to have belonged to American Zinc, Mr. 
Young’s company ¢ 

Mr. Extis. Nothing in this oral report. 

Senator Bricker. Did you get any report from them at all with 
regard to that machinery ¢ 

Mr. Exuis. I don’t believe that was covered by our Kansas City 
office. That is covered here. 

Senator Carenart. That is one of the bad allegations here, that 
American Zinc received $60,000 loaned by the Government to Mid- 
i aaa to buy machinery. Now it develops that they just didn’t 

o it. 

Mr. Exxis. I don’t understand that, how that developed. 

Senator Carenart. When I went over this whole report, one of the 
things that impressed me the most was this $60,000 out of the $325,000 
for machinery that they, American Zinc sold them. Now it develops 
that they didn’t sell them $60,000 worth of machinery. 

Senator Bricker. You say this was confirmed by General Serv- 
ices Administration? Who confirmed that fact in General Serv- 
ices Administration ? 

Mr. Extis. Millard C. Robinson. 

Senator Bricker. Is Mr. Robinson here? 

Mr. Extis. He would be out inthe West. He will be available. 

Chairman Brown. Without objection, we will make that letter a 
part of the record. 


67178—55 6 
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Mr. Warren. Will you identify, that Mr, Ellis? 

Mr. Ex.is. This purports to be a letter from Mid-Continent at St. 
Paul, Minn., purported to have been signed by Maynard S. Clough. 

Mr. Gamsie. What is the date? 

Mr. Exuis. July 18, 1953, addressed to the General Services Ad- 
ministration, regional office at Kansas City, attention Mr. Louis E. 
Timmons, regional comptroller. 

(The letter dated July 18, 1953, follows :) 


M1D-CONTINENT MINING CorpP., 
St. Paul, Minn., July 18, 1958. 
GENERAL SERVICES ADMINISTRATION, 
Office of Regional Comptroller, 
Kansas City, Mo. 


(Mr. Louis E. Timmons, regional comptroller. ) 


Dear Str: You requested on July 8 analysis of disbursement of funds so far 
advanced by DMPA on our contract DMP 15 in relation to the original estimates 
furnished by ourselves at the time the contract was under negotiation. Central 
Accounting Bureau, in conformity with that request, has prepared such an 
analysis and same has gone forward to you from them under separate cover. 

I have before me a copy of that analysis. The following comments thereon 
are submitted. Our original application and proposed contract, as evidenced 
by letter of intent written on January 25, 1952, and signed by Mr. Howard I. 
Young, Deputy Administrator of DMPA, included a $400,000 advance from 
DMPA and $100,000 from outside sources (this $100,000 was covered by a con- 
tract executed by American Zinc with Mid-Continent Mining Corp., providing 
for their advancing said $100,000), copies of which were filed with the Wash- 
ington office. This contract was never formalized, and after some 9 months the 
writer was ased if he could and would attempt to execute the contract with 
$325,000 advance against 16 cents instead of 17 cents covered in the letter of 
intent of January 25, 1952, which we agreed to, and went into the construction 
period and have spent the $325,000 above referred to in the manner set forth 
in the analysis as supplied you by Central Accounting Bureau, hereinbefore 
referred to. 

We wish to point out that in agreeing to attempt this job with said $325,000, 
that we did so on the basis of a 400-ton daily capacity plant with jaw crushers 
for primary and secondary and roll crushers for fine crushing preparatory for 
the ball mills. Because of the metallurgical work done by American Zine on our 
ores, and on their advice, we procured first a heavy medica separation plant 
which they had available and recommended that we purchase. This plant is 
presently installed at the Alice mine, and in conjunction therewith, on their 
recommendation, we purchased Simons crushers for secondary and fine grinding 
replacing the secondary jaw and roll crushers with a 1,200-ton resultant daily 
eapacity as against the original 400-ton daily capacity. This change in our flow 
sheet increased the cost of our equipment and plant by approximately $60,000, 
of which we have paid out of the $325,000 advance approximately $41,500, in- 
cluding allocable construction, installation, repairs, reconditioning, and material. 

We wish to point out that the June 1952, estimate accepted by us was on the 
basis of power being furnished by REA, with a possible deposit of not to exceed 
$25,000 covering said power supply and/or diesel standby. When the REA 
refused to install power unless we advanced $165,000 cash, we were forced to 
purchase a diesel generating plant which will, when completely installed, cost 
approximately $120,000, and which has been appraised when installed at re- 
placement value of $276,000. We have spent from the $325,000 approximately 
$38,500 on this powerplant to date. 

From the above, please note that on the advice of American Zinc and because 
of the attitude adopted by REA, (Sho-Me Power Co.), we have expended ap- 
proximately $80,000 of the $825,000 so far advanced in a manner not envisioned 
in the June 1952, estimates, which we agreed to, and as a result have increased 
the estimate $350,000 requirement to go into production by approximately 
$180,000, while increasing the daily capacity of the plant from the originally 
planned 400 tons a day to 1,200 tons a day. 

We wish also to point out, that while we agreed to this reduced advance 
from DMPA in June 1952, we did not receive the initial check covered by the 
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above $325,000 until October 1952. This delay occurring as it did in the dry 
season, thus threw us into the rainy season for a substantial portion of the actual 
construction period, which increased our costs materially. The company’s over- 
head for this period from June to October was accruing. The delay in receiv- 
ing these funds occasion the company carrying dead overhead of payrolls of 3 
months during the best construction period of the year, and of course, continued 
through the rainy season above referred to. 

We also wish to point out that in June 1952, when we agreed to this $325,000 
advance from DMPA, we also entered into a simultaneous agreement with 
American Zine whereby they were to advance $75,000, thus giving us $400,000 
with which to work. To date, American Zine has refused to advance any money 
so that the only funds the corporation has had to work with on this program 
as outlined above were the $325,000 which DMPA has advanced to date. 

With further reference to the analysis submitted by Central Accounting 
Bureau, the following comments are made: 

On sheet 1 of that statement Central Accounting Bureau sets up under head- 
ing “Estimated Capital Expenditures, $25,000,” and also under the heading of 
“Administration and Overhead Expenses.” There was no classification in the 
original “Estimate of Overhead Expenses.” As mentioned heretofore, we an- 
ticipated receiving $75,000 from American Zine. Therefore, when the figure of 
$60,208.95 in the above-mentioned analysis is entered against “Administrative 
and Overhead Expenses” as compared with $25,000 purportedly estimated for 
those items, it is inaccurate and misleading. 

A classification of items in the analysis above mentioned under the above 
heading is also faulty in that there have been included in that group of figures 
$16,000 plus which was not properly classified as either general administrative or 
overhead expense, leaving approximately $44,000. All of the said $60,000-plus 
items were properly incurred and necessarily paid out of this fund. The pay- 
ment of many of these items has been made from the Government funds because 
American Zine Co. has declined to advance its funds. 

Please call on us for any additional data that you require. 

Very truly yours, 
Mip-CONTINENT MINING CorP. 
By MayNaArp F. CLovueH, President. 


Senator Bricker. The confirmation of the facts stated in your re- 
port is on the basis of that letter ? 

Mr. Extis. And other oral evidence, such as we mentioned, from 
General Services Administration. 

Senator Bricker. What other evidence ? 

Senator Carenart. That would have been such a simple thing to 
have found out from the files of American Zinc, a copy of an invoice, 
and very simple to find out from Mid-Continent whether or not they 
issued a check for $60,000 in payment for the $60,000 worth of 
machinery. 

Mr. Extis. Mid-Continent goes on to say: 

This change in our flow sheet increased the cost of our equipment and plant 
by approximately $60,000, of which we have paid out of the $325,000 advance, 
approximately $41,500— 
and so on. 

Senator CarEeHArtr. No place in that letter does he say he paid 
American Zine, or bought it from them. 

Mr. Exxis. He says they bought the machinery that American Zinc 
had available. 

Senator Bricker. American Zinc testifies, Mr. Young testified that 
they never owned the machinery, they had nothing to do with it, they 
didn’t get any money paid for it. Couldn’t you have found that out 
before this got spread out in the newspapers of the United States and 
in the Congressional Record ? 


Senator CaPpeHART. De they say, “Have available”? What are the 
words , 
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Senator Bricker. I think the record this morning says that some- 
one in the General Accounting Office could not, or would not, talk 
with Mr. Young. 

Mr. Exuis. That came up from Mr. Larson. I want to make that 
clear. That was after the report had been issued. It was after it 
was sent to the Department of Justice. 

Senator Bricker. That was entirely too late. The facts should 
have been obtained before they were advised about it. We ought to 
be able to rely, when the General Accounting Office sends us a state- 
ment here, that that is a factual and honest statement. The means of 
finding out are available to the General Accounting Office, which is 
our agent. When you present a fact like this and Mr. Young denies it 
on the witness stand under oath, there is something wrong in your 
investigation. 

This committee shouldn’t have to sit here as long as we have to find it 
out. The American people shouldn’t be advised, as they were advised 
in the press and on the Senate floor to that effect, which statement was 
taken directly out of your report. 

Mr. Exuis. I agree with you, it is an entirely unsatisfactory situa- 
tion, if you have a difference of opinion. 

Mr. Lane. It is a difference of fact. 

Mr. Exuis. I am not at all agreeing that it is a difference in fact. 

This is a memorandum from Mr. Howard Young, dated February 
4, 1952, to Mr. Max Medley, the Comptroller, General Services Ad- 
ministration. In that letter there is the following statement : 

The management is, we believe, capable of attaining the extraction of zinc 
concentrates at a cost indicated in our Zinc Branch’s appraisal and it should be: 
noted that the American Zine Co. of Illinois has agreed to assist the Mid- 
Continent in the erection of its mill and in working out of efficient metallurgy. 

Mr. Gamsie. Can't we finish up Mr. Young’s statement. He has 10: 
pages, and we have to go to the floor. 

Mr. Youne. This gentleman’s report, I gather from what he said,. 
indicates that Mr. Clough told the man from Kansas City he was 
looking at a mill that the Western Machinery had to sell from Wray, 
Colo., that belonged to us. That may have been true, but Mr. Clough 
never bought the mill or Western Machinery never sold it. That 
mill was just sold within the last 60 days to some people in Idaho. We 
cannot find one record of having sold one penny’s worth of anything to 
Mr. Clough. 

Chairman Brown. Complete your statement. 

Mr. Youne. Therefore, in the latter part of 1951 and early 1952, 
the Defense Materials Procurement Agency submitted to the DPA its 
program for expansion. It was emphasized in such a program that it 
would be the policy of DMPA to obtain zine primarily from North 
American sources and from producers capable of supplying zinc at an 
early stage. Asa result of this reeommendation DPA independently 
on January 3, 1952, issued its expansion program order authorizing 
the expansion goal for the program of 1.320,000 tons of zine produc- 
tion ee thereby increasing the American capacity by 242,000 
tons. Evidently those in DPA having the approval of the expansion 


program of minerals and metals agreed with the proposal submitted 
by DMPA and authorized the above-mentioned expansion. 

The domestic price remained at 1914 cents per pound until the start 
of the steel strike in June 1952, at which time it was reduced to 1714 
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cents per pound on June 2, and 16 cents on June 5, 15 cents on June 13. 
This drop was primarily on account of the steel strike, which industry 
is the largest individual consumer of slab zinc. The steel strike lasted 
for a period of approximately 60 days and during this period the 
stocks of slab zinc in the hands of smelters was increased by approxi- 
mately 64,000 tons, or the equivalent of approximately 35 days pro- 
duction. At the end of 1952, the stock in the hands of the bie 
stood at 87,000 tons which was 65,000 tons above the stock at the end of 
1951.- In view of the responsibility of DMPA to provide adequate 
metals and minerals, with which program it was charged, the organ- 
ization kept under continuous review the programs involving all of 
the important metals and minerals being produced either in the United 
States of America or foreign countries and the development of new 
mines in the United States. This involved not only zine but also 
copper, iron ore, magnesium, fluorspar, and many other minerals and 
metals of importance to our defense needs and domestic economy. 
As a matter of fact there were 32 minerals and metals under review. 

It has been stated that during my tenure of office as Deputy Ad- 
ministrator of DMPA, I gave various reasons to justify the zinc- 
expansion program. It is said that in the early stages—late 1951 and 
1952—I placed emphasis on the needs for defense production and 
civilian requirements when the market broke in the spring of 1952— 
prices declined some 19.5 to 15 cents—and the defense and civilian 
requirements had been met, expansion and maintenance of production 
was justified on the basis of hardship. Gentlemen, I say to you that 
my thinking in the matter has not changed, that the situation con- 
cerning zinc was not static, it was fluid and because of the afore- 
mentioned changes, various programs were necessitated. I think my 
recommendations were justified that the preservation of our domestic 
mining industry was and still is of vital interest to this Nation, both 
from the standpoint of national defense and of civilian economy. In 
June 1953, some time after DMPA made the so-called various recom- 
mendations, a congressional committee, to wit, the Select Committee 
for the House of Representatives of Small Business, after making a 
complete study of the zine and lead situation in this country, stated 
in its report (H. Rept. 688, dated June 1953, 83d Cong., Ist sess.) 
that— 


Some spokesman within and without Government suggests that the present 
depressed price situation which prevails in the lead and zinc mining industry 
will be correct when the so-called marginal or high-cost producers are elimi- 
nated. 

* * * * x 7 * 

Such reasoning cannot be supported by the Select Committee on Small Busi- 
ness for it is the sound conviction of this committee that not merely the present 
but the future welfare of our great Nation must be carefully considered and 
unless we are determined to become a “have-not nation” mineralwise, in fact as 
well in theory, we must adopt policies both national and international in scope 
which will encourage the exploration, development, and production of minerals 
within cur borders lest we become totally dependent in the future on foreign 
sources for our supplies of minerals. 


The provisions of the DPA today being considered in the Senate 
will add a new provision to the declaration of policy under which we 
acted in 1951, in that it recognizes that the present international 
situation— 


also requires the development of preparedness programs and the expansion of 
productive capacity and supply beyond the levels needed to meet the civilian 
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demand, in order to reduce the time required for full mobilization in the event 
of an attack on the United States. 

We just cannot accomplish any expansion program without govern- 
mental assistance in one form or another to so-called marginal pro- 
ducers. This is particularly true as to the zinc industry for it is a 
recognized fact that in the lead and zinc industry we ite te endent on 
both large and small producers—and Congress had established impor- 
tant responsibilties of the Government as to small business—for reg- 
ular commercial and mobilization needs in these metals. 

Now it is, of course, true and a matter of record that the price of 
zine fell off in 1952 and 1953. This fact, however, did not tend to 
have and does not now have any bearing whatsoever upon the necessity 
for governmental inducements to encourage zinc production. On the 
contrary, it increases such necessity. When the commercial market 
price of supply zinc falls below the point of profitable return to the 
marginal producer—if the Government is dedicated to a policy of ex- 
panded productive capacity—the marginal producer may need, and I 
feel he is entitled to, governmental assistance in financing, floor price 
purchase agreements, et cetera. 


AMERICAN ZINC AGREEMENTS WITH DMPA CONTRACTORS 


The committee counsel’s letter indicates that the committee is in- 
terested in securing information as to— 
any agreement entered into between DMPA and companies having separate 
agreements with the American Zinc, Lead & Smelting Co., the American Zine 
Company of Illinois, 6r any other company in which Mr. Young was financially 
interested. 

Three specific Government contractors in this category were men- 
tioned. They are: Mid-Continent Mining Corp., the MacArthur 
Mining Co., Inc., and W. M. & W. Mining Co., Inc. 

First, let me state that I personally have absolutely no financial in- 
terest of any kind in any of these three companies. 

Secondly, because I have not been provided with full information as 
to which of my actions have been questioned, I have had to speculate as 
to the phases of my conduct in connection with the DMPA contracts 
of these companies which has been brought into question. I, of course, 
recall the DMPA contracts and the circumstances attendant upon them 
very clearly. 

These three contracts have the following elements in common: 

(1) All three contractors are marginal or high-cost producers. 

(2) All three contractors provided possibility of potential addi- 
tional zine production capacity. 

(3) All three contractors needed Government assistance in 
order to achieve or continue zinc production. 

(4) All three contractors had rights to all deposits but no 
smelting capacity for refining the metals. 

(5) All three contractors effected zinc concentrate purchase 
contracts with American Zinc; in the 1 case (W. M. & w.) I made 
the contract for American Zine but prior to my Government 
appointment and in the other 2 cases the contracts were made by 
our vice president, Richard A. Young. 

Since the zine concentrate purchase agreements of these DMPA con- 
tractors with American Zinc or affiliated companies appear to provide 
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a focal point of this committee’s interest, I will deal with this subject 
in some detail. 


ZINC CONCENTRATE PURCHASE CONTRACTS 


The processes by which zinc in its natural state of deposit in the 
earth is reduced to useable metal involves for present purposes three 
major processing steps. These are: 

(1) Extraction of the ore from its natural deposit through 
mining. 

(2) “Concentrating” the metal content of the ore (which is low, 
e. g., 2 to 5 percent) into so-called concentrates in which the 
proportion of metal in the material is increased to 48 to 60 percent 
zine with 30 percent sulfur. 

(3) The concentrates must first be roasted to eliminate the 
sulfur and on account of the then sulfur shortage, it was highly 
desirable to treat all concentrates to get the sulfur for defense 
purposes. Then the roasted concentrate is converted to slab zine 
metal by either a fire or electrolytic process. This produces a 
finished product which assays 93 to 99.99 percent zinc. 

Whereas there are a relatively large number of producers of lead 
and zinc ores in the United States—approximately 900 in 1951, 300 
in 1952, and 725 in 1953—the number of smelters for these minerals 
is decidedly limited. I submit for the committee record a list of 
primary zinc distillers indicating those which are capable of producing 
the high-grade or electrolytic zinc which was required by Govern- 
ment stockpile purchase specifications. 

It is immediately apparent from this tabulation that primary zine 
smelting capacity for processing zinc concentrates is very limited as to 
number of smelters. But this becomes more critical as to those 
smelters capable of refining zinc concentrates to the degree of quality 
required in Government specifications—the electrolytic smelters—and 
this tabulation shows also the widespread locations of these avalaible 
smelters. 

It will also be observed that American Zinc operates and has oper- 
ated since 1943 one of the five smelters which are capable through 
electrolytic processes to refine zinc concentrates to Government speci- 
fications for munitions. The St. Joseph electrothermic plant and the 
two vertical-retort plants of New Jersey Zinc could also have produced 
the same grade of metal. 

Since 1905, American Zinc has been one of the large buyers of 
zinc concentrates in the so-called tri-State district, which consists 
of adjacent portions of Kansas, Missouri, and Oklahoma. There is 
attached hereto a Statement of Tri-State District Zinc Concentrate 
Production Showing Percentage Produced and Purchased by Ameri- 
can Zine Co. It will be observed that for these 17 years, our purchases 
and company production from our own mines of the total zine concen- 
trates produced in the tri-State district ranged from 17 to 44 percent 
and averaged over this long period of 21.81 percent. 


PERCENTAGE OF SMELTING BUSINESS FROM DMPA CONTRACTORS 


The committee counsel has requested information as to— 


the percentage of smelting (or other business) which the American Zinc, Lead & 
Smelting Co. or subsidiaries received in the ordinary course of business as dis- 
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tinguished from the percentage received from companies which entered into 
contracts with DMPA from 1951 to 1953. 

There is attached hereto a tabulation entitled “Statement Showing 
Total Tonnage of Concentrates Treated by American Zinc and Sub- 
sidiaries and Percent Supplied From DMPA Contracts Whether of 
American Zine Co. or Purchased From DMPA Contractors,” which 
provides this information. 

It will be observed that American Zine and subsidiary companies 
received only the following percentages of zinc concentrates from 
DMPA contractors: 


DMPA DMPA 
contractors, | contractors, 
including excluding 


American American 
Zine Zine 
Percent 
TO os his al ew ae ants nae ed ban asndd bende aaah and alee 2. 33 
Wee ee dedii ced eben bdsl ll BW Lei Aes. edd 4.61 
TB i al hg ce nium o yet vacates aneuah ci dei bd ancient eked ih les edad OO hibxe sets tae 
eb canedunseceh & é Dean tdan 1.75 | 





Thus, when the DMPA contracts of American Zinc itself are ex- 
cluded, the percentage of smelting business received by American 
Zinc during this 3-year period was only thirty-six one-hundredths of 
1 percent of our total smelting business. 


NO BENEFIT FROM ZINC CONCENTRATE PURCHASE CONTRACTS 


The core of the charge made against me, insofar as zinc concentrate 
purchase contracts of our companies are concerned, aoa to be that 
my utilizing the position of Deputy Administrator of DMPA I bene- 
fited my company through its acquisition of zinc concentrate purchase 
agreements from DMPA contractors. 

I earnestly and sincerely deny that such was the case; nor that such 
was my purpose or intention in any respect while in Government 
service; and I earnestly submit that the record does not support such 
a conclusion for the reasons which include the following: 

1. As pointed out above, upon entering the Government service 
I made a full and complete disclosure of all companies from which 
I received compensation, all companies of which I was an officer or 
director, and all organizations of which I was an officer or director. 
The three contractors involved were not included in the lists involved 
in that disclosure, for I have, of course, no financial interest in them; 
and specifically I arranged for other executives than myself to handle 
all American Zinc concentrate purchases. 

2. DMPA records should reveal that at no time was there a failure 
to disclose that the concentrates of the DMPA contractors would be 
processed by American Zinc. On the contrary, there was a full formal 
and official disclosure of this fact at all times. 

3. No financial advantage accrued to American Zine by reason of 
its pear of zinc concentrates of these three companies. This is 
so because under the historical practice of the smelting industry a 
custom smelter, such as American Zinc, realizes only toll (or proc- 
essing) charges and the value of byproducts recovered from processing 
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concentrates. Any price advantage available as to slab zine when 
smelted is passed back to the producer by the terms of the concentrate- 
purchase contract. This was true as to the contracts here involved, 
including any price advantage to the producer resulting from a 
Government-guaranteed price to him. 

4. Actually, in agreeing to accept the concentrates of these pro- 
ducers and to supply the metal to the Government under the given 
contract conditions, American Zinc would be forced to curtail its 
regular commercial business. This is so because its smelters were 
operating at capacity and to divert capacity to the processing of con- 
centrates of the DMPA contractors would require rejection of the 
concentrates of our regular commercial customers. 

5. During the period involved, American Zinc smelters were oper- 
ating at capacity without DMPA contractor concentrates. We did 
not need DMPA contractors as a source of supply or feed of concen- 
trates. 

6. The total zine concentrates which would have been yielded by 
these 3 contracts, if fully performed, range from a low of 3,000 tons 
for 1952 to 7,700 tons for 1954. American Zinc smelters processed 
from a low of 333,000 tons to a high of 343,500 tons. The concentrates 
yielded by these 3 contracts would have, therefore, ranged from a low 
of 0.78 percent to a high of 2.72 percent of our production. 

In other words, whereas American Zinc was treating approximately 
27,500 tons per month, these contracts would have added but a maxi- 
mum average of 650 tons per month. 

Not only do the American Zinc concentrate purchases from DMPA 
contractors yield no benefit—but rather a disadvantage—to American 


Zinc. But if zinc concentrates produced by DMPA contractors were 
excluded from American Zinc smelters, such action would be to the 
financial disadvantage of the United States. This is so because : 

The only other smelters capable of at high quality zine are 


located in Texas, northern Illinois, Pennsylvania, and New Jersey, 
Idaho, and Montana. Shipping Tri-State (where the contractors’ 
mines were) concentrates to these locations would not only involve in- 
creased Government costs for freight but would also result in higher 
per pound or per ton of prices of the finished metal. And when re- 
fined, the finished metal would have to be again shipped substantial 
distances to the delivery point. 

To have required these small marginal producers to ship their con- 
centrates to any other smelter would have been further penalizing 
_ and would have required even greater Government assistance to 
them. 

The act under which we operated required us to encourage small- 
business concerns to make the greatest possible contribution to the 
objectives of the act. Furthermore, the Administrator has informed 
me that at the time of our work together he was not only aware of these 
arrangements for shipping concentrates to the nearest smelter with ap- 
propriate refining facilities, but that he insisted that such a procedure 
be followed. He further recalls to me that in the case of the Mid-Con- 
tinent contract he personally suggested such an arrangement. 

Senator Caprnart. May I ask the General Accounting people this. 
One of your allegations is that these concentrates were shipped or 
agreed to be shipped to American Zinc, when it would have been to the 
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Government’s advantage to have had them sent to some other smelter. 
Is that one of your allegations? 

Mr. Exits. Especially so in the other two cases. ; 

Senator Carrnart. Mr. Young completely denies this. _ . 

Mr. Exxis. We understand there is a certain controversy in this one, 
but are there not smelters closer to these mills that yours? 

Mr. Youne. No, there are not. Let mesay thisto you. If you ship 
the concentrates from the Joplin district, from Mid-Continent, that is 
150 miles from St. Louis. If you ship the concentrates from West 
Plains, Mo., to LaSalle, Il, the freight rate is higher. That is the 
only smelter on the Mississippi River. 

If you ship to Bartlesville, Okla., you have to haul to the Southwest 
150 miles, then all the metal, unless it goes to Birmingham, goes 
through St. Louis, whereas if you move from Tri-State to St. Louis, 
you are moving to the flow of your metal. 

So the cost of delivering there is much lower from our plants than 
it is to any other plant from a freight standpoint. 

Senator Capruartr. Where do you get your information that it was 
a disadvantage to the Government ? ‘ 

Mr. Exxis. We showed the situation in the Minerals Yearbook, 82 
miles from the Baxter Springs to the Bartlesville plant of the National 
Zinc Co., 82 miles. 

Mr. Youne. Eighty-two miles. That is to the southwest, which is 
against your market. 

Mr. Exits. 173 miles to the Blackwell plant, Blackwell Zine peo- 
ple; 162 over to Eagle-Picher Co. 

Mr. Youne. That is right. 

Senator Carrnart. Did you check the freight rates? As you 
well know, freight rates vary according to miles. 

Mr. Exits. We understood there was a small increase, but I don’t 
have the figures. 

Senator Carpenart. Where did you get your information on this; 
who was the expert who advised you that it was to the disadvantage 
of the Government ? 

Mr. Exxis. I will have to check that. I don’t recall. It was done 
last winter. 

Senator Carrnart. You did take into consideration freight rates 
that you might be shipping the concentrates to be smeltered, and 
then back again, which doubled the freight? If you went to Bartles- 
ville, Okla., it would have to come back East to be consumed in the 
process. 

Mr. Exxis. I will have to talk to my people in Kansas City. I 
can’t answer that today. 

Senator Carenart. All right. Thank you so much. 

Chairman Brown. Go ahead, Mr. Young. 

Mr. Young. As is quite customary in the mining and smelting in- 
dustry, American Zitic for years has followed the practice of making 
funds available to producers of satisfactory potential which take the 
form of a loan or advance against and repayable out of future pro- 
duction. 

In making advance loans of this nature, the smelter operator real- 
izes that its repayment is entirely dependent upon the ability of the 
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producer to show an operating profit. The producer’s ability to 
show a profit in turn is most importantly influenced by the market 
price for which the resulting zinc metal can be sold. When the 
market is high, the producer will show a profit and will be able to 
repay on his loan. When the market is low, he will make little or 
no profit and will be unable to make loan payments. 

This then is the practical industrial framework in which advances 
are made to producers by smelters. This is also the identical frame- 
work in which American Zine made advance loan commitments to 2 
of the 3 DMPA contractors in which the committee is primarily in- 
terested. This has been a custom of the trade since the first custom 
smelter was operated. 

In the case of Mid-Continent, my son Richard A. Young as vice 
president of the American Zine Company of Illinois, on the date of 
July 21, 1952, agreed to advance $75,000 to be used for capital invest- 
ment or working capital after Mid-Continent had fully expended for 
capital investment the $325,000 received from the Government. Mr. 
Larson, who had assumed primary responsibility for the negotiations 
of this contract, added his approval of this arrangement early in the 
negotiations leading to the contract which he signed. This is formal- 
ly reflected and confirmed by amendment No. 1 to this contract which 
he also signed. American Zinc did not make this advance to Mid- 
Continent. 

In the case of W. M. & W., I personally arranged for advances 
totaling $70,000. My negotiations as to these advances began on De- 
cember 12, 1950, long before my Government service, and were com- 
pleted prior to this company’s application to DMPA for Government 
assistance. Thirty-four thousand dollars of this amount is still un- 
paid and doubtless will remain unpaid until this company can operate 
at a profit. 


ALLEGED SALE OF EQUIPMENT BY AMERICAN ZINC TO MID-CONTINENT 


The committee counsel has requested information respecting equip- 
ment apparently alleged to have been sold to Mid-Continent Mining 
Corp. by American Zinc or one of its subsidiary corporations. I am 
advised that our company has no record of any such transaction. 
Under date of July 12, 1955, my assistant treasurer advised: 

As requested, I checked through the St. Louis office cash books and through 
the Joplin office remittance reports and find that we did not receive any money 
for equipment sold during the period March 1952 through December 1953 from 
any of the following companies: W. M. & W. Mining Co., MacArthur Mining 
Co., Mid-Continent Mining Co. 

The Joplin office did receive $900 on April 28, 1952, from the W. M. & W. Min- 
ing Co. covering a 200-horsepower motor which Harold Michel— 
he is the treasurer— 
tells me was sold to them by the Nellie B. Mining Co. in 1951. 


I might say in 1951 ouf company purchased all of the stock and 
assets and liabilities of the Nellie B. Mining Co. 

Chairman Brown. That is American Zinc, Lead & Smelting Co, 

Mr. Youne. This was the account receivable of the Nellie B., which 
company had sold the equipment, and which company we took over. 
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PARTIAL LIST OF ERRONEOUS OR MISLEADING STATEMENTS BY THE 
COMPTROLLER GENERAL 


Since the detailed evidence upon which the Comptroller General’s 
charges are based became available in the Congressional Record only 
2 days ago when I was in attendance at a stockholder’s meeting at 
Portland, Maine, the committee will, of course, recognize that I have 
not had adequate time to study the voluminous data and records of 
3 or 4 years ago. My initial review of this material, however, satis- 
fied me that it contains numerous erroneous statements of fact or 
statements providing misleading and unfavorable implications as to 
me. Not all of these are reflected in the body of this statement. There 
is submitted herewith for the committee’s record a partial list of such 
statements. I have every reason to believe that upon more thorough 
examination and study this list can be enlarged. I request full oppor- 
tunity to do so and again request that in order that I might do so, 
copies of the Comptroller General’s reports be made available to me. 
That has been done. 

Since the nature of Congressional Record material indicates that 
Government investigators may have spent at least a year and con- 
siderable Government funds to effect its extensively documented com- 
pilation, I also request that we be accorded at least 45 days, and pref- 
erably 60 days, within which to prepare and file our detailed refuta- 
tion. I am also prepared to secure and offer to the committee the 
certification of our certified public accountants, Price, Waterhouse & 
Co., as to any facts or figures desired from our company books and 
records covering the years here in question. 

There is another thing I wish to bring to your attention. That is 
on exhibit G, which I ah had an opportunity to investigate. 

They say on page 8754 of the Congressional Record, July 11, 1955, 
that the Comptroller General states: 

In August 1952, when the zinc market was 14 cents a pound, the General 
Services Administration purchased from the American Zinc, Lead & Smelting 
Co. 1,167 tons at 151% cents a pound, or 1% cents above the market price. This 
was at a time when Mr. Young held his official position as Deputy Administrator 
to Mr. Larson. At the same time other purchases were made from domestic 
surplus and foreign producers. 

The facts are: 

(a) American Zinc, Lead & Smelting Co. sold no zinc to the Gen- 
eral Services Administration during August 1952. 

(6) When any sale is made of special high-grade zinc the price 
is 114 cents over the quoted market price of prime western metal. 

(c) Mr. Young was Deputy Administrator for DMPA and had no 
authority from or responsibility to GSA. 

S758): Comptroller General states (Congressional Record, p. 


* * * The contract provided for a concentrating mill of the capacity of ap- 
proximately 400 tons per day, but Mr. Clough purchased equipment from Mr. 
Young’s company for a mill of 1,200 tons capacity at an additional cost of 
approximately $60,000. 

The facts are: 

(a) Neither Mr. Clough nor his company purchased any equip- 
ment from American Zinc, Lead & Smelting Co. or subsidiaries. 

(6) Mid-Continent’s concentrating equipment provides for a ca- 










































































OE OLE TF | ST ET 





eet a 





























DEFENSE PRODUCTION ACT 89 





pacity of 400 tons of “feed” a day. The mine and crushing depart- 
ment provided for a capacity of 1,200 tons per day. The plan was to 
eliminate barren rock between the crushing department and the con- 
centrating plant, thereby materially reducing milling costs. 

3. The Comptroller General states (Congressional Record, p. 
8754) : 

Of the total domestic zine tonnage to be generated under expansion contracts, 
American Zine alone was to smelt 47 percent of the concentrates. That com- 
pany controls approximately 10 percent of the domestic zinc smelting capacity. 

The fact is: The figures on which the percentages are based are 
not shown. But the 47 percent at best is misleading and misrepre- 
sentative because the DMPA tonnage on which it is based is so very 
small. It approximates 123,000 tons of concentrates over 3 years and 
of this tonnage, production from American Zinc prime contracts, 
effected before Mr. Young came to Washington, was 47,400 tons. 

4. The Comptroller General states (Congressional Record, p. 
8753): 

The contract between DMPA and Mid-Continent was amended October 2, 
1952, to provide for a Government advance of $325,000. No explanation has 
been found to justify a Government advance under the Defense Production 
Act of 1950 where Government-guaranteed private financing was available. 

The fact is: As the formal release of the First National Bank of 
St. Paul dated October 1, 1952, states, the issuance of a 100 percent 
guaranty of the loan agreement, which was a condition precedent to 
its taking effect, had been refused by the Government. 

, Senator CareHakt. Your testimony is that you did not sell any- 
thing? 

Mr. Youne. Our sales department and our accounting depart- 
ment have made a complete search of every sales record that we had 
made ~~ the year 1952 and we can find no trace of having sold 

Senator Capenart. Your testimony is that you did not sell it, but 
had you sold it, normally and naturally and honestly, the price would 
have been 114 cents above the quoted price. 

Mr. Youne. One and one-half cents a pound, which is the normal 
price of high-grade metal. 

en APEHART. Mr. General Accounting Office, can you explain 
that ¢ 

Mr. Euuis. That came word for word out of a Government file. I 
will have to wait until tomorrow to bring up the copy. That came 
out of the Government files down in ODM and General Services 
Administration. 

Senator CapeHart. You still maintain that they sold them 1,100 and 
some tons ? 

Mr. Exxis. Obviously it must not be true, or Mr. Young would not 
say so. 

Chairman Brown. We are going to finish this case this afternoon. 
Senator Carenart. I suggest we let Mr. Greene make a statement. 





STATEMENT OF ALBERT H. GREENE, ATTORNEY, FORMER GEN- 
ERAL COUNSEL, DEFENSE MATERIALS PROCUREMENT AGENCY 


Mr. Greene. Mr. Chairman, my name is Albert H. Greene. I am 
a practicing attorney here in Washington, and I was General Counsel 
of the Defense Materials Procurement Agency from the spring of 
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1952 until the agency was liquidated, and I just want to say that I 
heard Mr. Ellis testify that they asked officials of the General Services 
Administration to look over the record, and they mentioned the name 
of a Mr. Robinson. Mr. Robinson is neither an engineer nor was he 
in a high capacity at DMPA. 

Mr. Ex.is. That is a misapprehension. That is not what I said. 

Chairman Brown. Just wait. I will recognize you. 

Mr. Greene. Mr. Robinson is a negotiator and is now employed in 
General Services Administration. There are still engineers who are 
employed in General Services Administration who were employed in 
DMPA, and I would like to know whether one of those engineers went. 
over this record. 

Chairman Brown. You can answer that. 

Mr. Exxis. You are mixing up names a little. When Robinson’s 
name came up, that was in connection with Senator Bricker’s ques- 
tion as to where the folks got the mill. The review of this question 
was done for me after the report was written at my request by Mr. 
Maxwell Elliott, the General Counsel; the Assistant General Counsel, 
Mr. Harding; the Assistant Comptroller or Assistant to the Comp- 
troller, I don’t recollect his exact title. I called the comptroller of 
the organization, Mr. Max Medley, to ask someone to come over for him 
to make that review. He sent over his assistant, Mr. Jordan, I believe 
the name was. 

Those three people reviewed the record for General Services Admin- 
istration besides the record made by ODM. 

Mr. Lane. Who was the independent attorney ? 

Mr. Exxis. My man Mr. Jaffin, besides the independent review in 
our General Counsel’s office. 

Mr. Lane. You didn’t mean an outside independent attorney, when 
you refer to the independent attorney ? 

Mr. Exuis. It was independent of. the investigative staff. 

Mr. Greene. Mr. Maxwell Elliott was never, to my knowledge, in 
any way employed in DMPA. He has been General Counsel of Gen- 
eral Services Administration from its inception in the summer of 1949 
to present. So, therefore, I don’t know how he would have knowledge 
of what went on in DMPA. 

Mr. Byron Harding, to my knowledge, has never been associated, 
employed in DMPA. He is Assistant General Counsel of General 
Services Administration, from 1949 to present. 

I am a practicing attorney in town, and I was available and nobody 
interviewed me concerning any of the matters in the report or what 
appeared in the Congressional Record. 

I would like to say one more thing. I just want to say that I pre- 
pared and negotiated a part of this contract with Mid-Continent, 
and it will stand on the record, and if you gentlemen care, I imposed 
more stringent conditions in this contract than we have had in any 
of the other DMPA contracts. 

I limited Mr. Clough or any of his people not to receive for man- 
agerial services aggregating annual salaries in excess of $6,000. I also 
asked that we have a lien and mortgage on every bit of their facilities. 
When the question of the $75,000 came up in connection with the 
American Zinc Co., I distinctly remember I told one of my assistants 
that they would have to subordinate their right as far as security or 
any rights to the Government. 
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I think we so notified American Zine, and so notified Mid- 
Continent. 

Representative GAmpBLe. Was that done? 

Mr. GREENE. Yes, sir. 

Representative GamBLe. Your order was carried out ! 

Mr. Greene. Yes, sir. 

Mr. Exuis. Mr. Chairman, on the question of the 1,100 tons, I have 
here a photostatic copy of the Government record relied upon, which 
T can show to the committee after the hearing is over. It is security 
information, information that is restricted. I can show it-to the 
Congressmen and Senators. 

Mr. Youne. Isthat the American Zinc, Lead & Smelting ? 

Mr. Extis. That is what it says; yes, sir. 

(Discussion off the record.) 

Senator CapeHart. Mr. Young, you made the statement that Ameri- 
van Zine, Lead & Smelting Co. did not sell 1,167 tons; is that correct, 
in August 1952 or at any other time? 

Mr. Youna. That is right. We sold metal to the Government and 
we had some DMPA contracts, but they were at a fixed price. We 
sold nothing at this price, and we made no sales at all in August. 

Representative GamsB.E. Did you make a contract that you didn’t 
carry out or was canceled ? 

Mr. Youne. No, we did not. We made a contract in 1951, in June 
1951, that was completed in June 1952, according to the records that 
they telephoned me yesterday. 

Senator CapeHarr. Well, this is classified information, and, of 
course, it does state on this sheet what I just read. Did you deny that 
any such deliveries were made? The records of American Zine show 
that no such delivery was made at that time? 

Mr. Young. No such sale. I wonder if they got that confused with 
deliveries made under a DMP contract that the American Zine Co. 
of Tennessee or the American Zinc, Lead & Smelting Co., which was 
made in 1950 or the early part of 1951. 

Senator Carprnart. Are they subsidiaries of your company? 

Mr. Youna. They are. One is the parent company, and the other 
is a subsidiary that was made long before I came down here, and metal 
delivered on that was not all completed until last year. It was a con- 
tract that provided—one of them 

Senator Capenarr. But the contract was consummated before you 
came down here to start working for the Government ? 

Mr. Youne. Yes, long before I came down. 

Senator Capenart. That may well be what it is. It is classified 
information. I think in all fairness to the General Accounting Office, 
we ought to say that the information that they secured was from 
reliable records, and I rather am inclined to believe, after looking at 
the classified information, which I cannot tell you because it is classi- 
fied, that your explanation a moment ago is correct, that that is what 
it was. 

Mr. Lane. But, Senator, even recognizing the truth of your state- 
ment, is it not a curious method of proving a readily ascertainable 
fact through records like that, particularly where, as here, a man’s 
reputation is involved. 

Senator Caprenart. I see nothing wrong with the transaction at all 
because the contract was made, as the record I just looked at showed, 
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long before he became a part of the Government and started working 
with the Government. 

Mr. Lane. But that is not the way they put it in the Congressional 
Record. 

Senator Carenart. The record should show that the contract was 
made long before Mr. Young started to work for the Government. 

Mr. Exuis. Mr. Chairman, could that point be left open today, be- 
cause the records are quite contrary to that. I wonder if that could 
be left open. The records are quite contrary. 

Perhaps we can discuss it with Mr. Young. The fact is that the 
contracts were made, we understand, 2 or 3 months after the date 
he first came here. 

Senator Carrnart. When did you first come with the Government ? 

Mr. Youna. September 1951. 

Senator Carenart. This contract was made December 29, 1951. 
What we hold in our hands is no longer classified, and I suggest that 
we take it down and ask to have Mr. Pierce go down and see if Mr. 
Young can recognize it. 

(Discussion off the record.) 

Mr. Youne. Mr. Chairman, these are both—American Zine Com- 
pany of Tennessee was a floor price contract made November 5—the 
contract was finally signed in November 1951 for 7,200 tons with a 
floor price of 171% cents and escalation. On that contract we delivered 
that total up to the end of 1954, which I show on the record here. 

Chairman Brown. You have that in your statement there? 

Mr. Youne. Yes, that is right. 

The Quick Seven mine was another floor-price contract that was 
committed before I came down here, and the contract finalized for 
11,000 tons at 17 cents. 

The next one below here is American Smelting & Refining Co. of 
Van Stone, Wash., which this says had a price of 1514 cents. That is 
the American Smelting & Refining Co. 

Mr. Prerce. They are not questioning that. 

Mr. Youna. They said we sold at 1514 when the price was 14 cents. 

Mr. Pierce. Just these two. 

Mr. Lane. That is 11-51. 

Mr. Pierce. Those are the dates when they were executed. 

Mr. Younc. The material was delivered every month from then 
until the time the contract was finished. 

Senator Caprnart. Isn’t it a fact that other companies received 
151% cents for zinc, Mr. Ellis, and 17 and 19 cents? 

Mr. Extis. Yes. 

Senator Capenart. What was wrong with American Zinc selling 
sinc to the Government for 1514 cents a pound? 

Mr. Exxis. I would like to talk just a minute 

Mr. Lane. I might also inquire, Senator Capehart 

Senator Capenart. Let him answer. It was one of their allega- 
tions. That is why we ought to have an answer. 

Mr. Exits. As we pointed out, the contracts were signed after Mr. 
Young came to the Govertnisat That is the point we are trying to 
raise, 

Mr. Younc. The letters of commitment, Mr. Chairman and gentle- 
men, were made—a definite letter of commitment was made on two 
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properties when there was such urgent need for metal we immediately 
started to open up one in Tennessee and later one in Missouri. The 
one in Tennessee was on the property of American Zinc Company 
of Tennessee, of which we own 100 percent. 

The other, in Missouri, was a joint arrangement we made with 
Brown-Root, Inc., of Houston, Tex. They are the contractors, they 
owned the lease and we made arrangements to take it over. The 
contract was committed long before DMPA was even born. It was 
made by DMA when it was in the Department of the Interior and the 
letter of intent came from over there. 

The contracts on account of the heavy load of work in the contract- 
ing division unfortunately from the time they made a commitment 
to “the time they got a contract out and got it signed was several 
months, and I was done here—if you will notice in the letter, I said 
we have at this time some contracts in the mill which I hope will he 
finished before I come down here. 

Senator Capenarr. You mean in the letter to Mr. Larson? 

Representative GameBie. Your letter of acceptance to Mr. Larson? 

Mr. Youna. Yes. 

Mr. Lane. It is attachment A. (See p. 100.) 

Senator Carenart. The General Accounting Office people are not 
maintaining that American Zine was paid a higher price than other 
companies. 

Mr. Extis. There was no criticism. We were trying in the first 10 
pages to show the zinc situation, review the transactions. 

Senator Capenart. You are not criticizing these transactions? 

Mr. Extis. There is room to consider whether it was properly a 
letter of intent, a letter of commitment to the DPA, dated October 25, 
1951. There.is some possible room for question whether it was entirely 
proper in view of Mr. Young’s position. 

Senator Carenart. You are not taking the position that American 
Zine, which has been in business for 57 years, didn’t have the right 
to sell to the Government ? 

Mr. Exuis. That is right. 

Senator Carenart. They had the right to sell the Government as 
well as other companies. 

Mr. Youne. I was Deputy Administrator of DMPA and had no 
authority or responsibility at all in General Services Administration, 
and GSA made the contract. Does this, gentlemen, mean, in the eyes 
of this gentleman, that because a man is working down here for a dollar 
a year, our sales department cannot sell to the . Army or Navy or any 
other agency of the Government ? 

Senator Carpenartr. Were these contracts made by General Services 
Administration and not DMPA? Were they made by GSA? 

Mr. Exxts. I believe there was a DMPA connection. I wish I could 
have a few minutes. 

Senator Carpenarr. The Congressional Record, page 8754, July 11, 
i955, states: 

In August 1952, when the zinc market was 14 cents a poe the General 
Services Administration purchased from the American Zinc, Lead & § nelting 
Co., 1,167 tons at 1544 cents a pound, or 1% cents above the market price. 

This was at a time when Mr. Young held his official position as Deputy Ad- 


ministrator to Mr. Larson. At the same time other purchases were made from 
domestic surplus and foreign producers. 
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It says here that Mr. Young was Deputy Administrator, and that 
it was the General Services Administration that purchased the zinc. 
Was Mr. Larson at the time in charge of General Services Admin- 
istration ? 

Mr. Green. I think I can clear that up. 

Mr. Young was the Deputy Administrator of the Defense Materials 
Procurement Agency, which was an independent agency created by 
Executive Order 10281. It had nothing to do with General Services 
except we were in the same building. 

Senator Carenarr. And General Services buys the zinc from Amer- 
ican Zine and not the agency of which Mr. Young is the deputy. 

Mr. Green. In that allegation General Services bought it. 

Senator Carenarr. General Services purchased it? 

Mr. Exits. The press release is quite to the contrary. I think the 
documents will support it. 

Senator Carenart. Let’s get the facts. 

Mr. Srncuarr. Senator, I might clarify that by saying this. In the 
fall and winter of 1951 two contracts were made with Mr. Young’s 
company, American Zinc. They were made by the Defense Materials 
Procurement Agency for a number of approximately 20,000 tons of 
slab zinc. This comment, appearing as it does in our zinc situation 
section of the report, is placed there to show what was happening on 
the market in August 1952. 

The material which was accumulated as a result of these earlier 
placed contracts at 1714 cents—17 and 1714 cents, were—— 

Senator CargeHart. How many tons did they contract with Mr. 
Young’s company ? 

Mr. Stncriarr. 19,000 to 20,000 tons. 

Senator Capenart. At 1714? 

Mr. Srncuarr. 1714 and 17. 

Senator Carenarr. Later he delivered it at 1514 cents? 

Mr. Srncratr. No, sir; I will clarify that, too. These mines were 
in the summer of 1952 then coming into production. As a result of 
the fall in price, if my recollection serves me correctly, in August the 
price of zinc was approximately 14 cents—15 or 14 cents. 

Mr. Younea. That is right. 

Mr. Stnciatr. Mr. Young’s company held these 17- and 1714-cent 
contracts, which gave him the right to put under those contracts that 
production to the Government. It was in connection with the pro- 
duction of one of these that 1,167 tons was put to General Services 
Administration under Public Law 520, which is the stockpiling pro- 
gram, because the market couldn’t absorb it at that price. 

Senator Carruart. At 1514 cents a pound ? 

Mr. Srncuarr. No, sir; it came in at 1714 cents. Let me clarify that 
for you, sir. The reason that thing shows 1514 cents is this: The 
stockpile paid DMPA, or rather GSA paid DMPA, what the going 
market price was at the time. 

The Defense Production Act funds bore the loss for the difference, 
which was the difference between 17 and 1714 cents, 2 cents a pound 
being borne by the borrowing authority, the possible end net cost. 

Chairman Brown. Who got the benefit of it ? 

Mr. Stnciatr. The only benefit that was derived, as I see it, was the 
2 cents a pound difference between market price and contract price 
that was available to American Zinc at the time. 


DEFENSE PRODUCTION ACT 


Mr. Youne. Mr. Chairman. 

Chairman Brown. Are you through? 

Mr. Srncuair. Yes, if that is a satisfactory explanation. 

Senator Carrnart. Have you criticized to the Congress the com- 
panies that I have before me that got 1714 cents for their zinc during 
the same period ? 

Mr. Stncriam. Senator, I point this out to show (1) that of the floor 
price contracts that were ene according to the best information 
that we could receive, American Zinc’s was the first one to come into 
production and to not be able to put their product on the market at 
the floor price or above. It was the first distress zinc which was pro- 
duced ane these floor price contracts. We didn’t single out Ameri- 
can Zinc because of the contracts. 

Senator Careuart. Was there anything illegal about it? Was 
there anything unusual about it? Was there anything that one should 
be criticized for doing ? 

Mr. Srncuarr. Senator, the thing that it did indicate was this: It 
was that the zinc market was then becoming so soft that these floor- 
price contracts were no longer good for the purpose for which they 
were intended, and that was to be used in the civilian economy for 
essential civilian- and national-defense purposes. 

Senator Carenart. Therefore, they should not have entered into 
the contracts with MacArthur and Mid-Continent, and so forth. That 
is why you put that in—to prove that point? 

Mr. SIncrarr. See or unfortunately, those three contracts 
had already been entered into. I will say this: That it appears to 
us that at that time, at a later date, they may have canceled out the 
Mid-Continent contract on the basis of the change in the market and 
the supply. 

Mr. f ounce. Mr. Chairman. 


> 


Chairman Brown. Anything else you want to ask this witness? 

Senator Carenart. I want to say here for the record that for these 
three contracts the DPA certification was that there was a shortage 
of zinc. That was in 1951 and 1952. 

Chairman Brown. All right, Mr. Young. 

Mr. Youne. I want to say this to the committee. This statement 
says that— 


the General Services Administration purchased from the American Zinc, Lead & 
Smelting Co. 1,167 tons at 15% cents a pound, or 1% cents above the market 
price. This was at a time when Mr. Young held his official position as Deputy 
Administrator to Mr. Larson. At the same time other purchases were made 
from domestic surplus and foreign producers. 

According to this gentleman’s statement here, the difference between 
the DMPA contract of 1714 cents plus escalation and the market of 
14 cents, which is an intergovernment transaction, hasn’t anything at 
all to do with any sales of metal. Still, he said we sold, at page 8574 
of the Congressional Record, and the newspapers said Young sold, 
tons of metal to the Government at $30 a ton above the market, when 
we didn’t sell 1 ton. We made a contract when they were begging 
for zine. 

[ just have two other paragraphs. 

(Nore.—The original language in the GAO report, together with 
the revised language, pertaining to the sale of zinc referred to above, 
are set forth in the appendix, p. 185.) 
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Mr. Youne. I earnestly beseech the committee to consider its future 
course and particularly its conclusions on this matter with unusual care 
and caution. It appears fashionable these days to attack businessmen 
in Government. This concerns me not so much for myself—for my 
days of private service are nearing their end—but it does seriously 
concern me from the point of view of the welfare of our Government, 
our country, and the people. I am definitely satisfied that the Gov- 
ernment needs experienced and competent men from industry and 
business. They should not be encouraged to believe, as Mr. Larson 
forecasted in my case, that coming to Washington necessarily involves 
a risk of personal attack on their honesty, integrity, and their very 
personal welfare. 

I am also 100 percent satisfied if these charges against me can, by 
even the widest application of reason, be considered to be supportable 
in the sense that I have ever, at any time, knowingly performed an 
illegal or unethical act, that no businessman in Government will be 
able to hereafter consider himself immune from this type of personal 
persecution. Again I wish to express my sincere appreciation for 
permitting me to appear before your committee. 

I will be glad to answer any questions or to have any figures I have 
quoted here certified to by the independent accountants at Price Water- 
house & Co. 

Chairman Brown. We will insert in the record, without objection, a 
letter from Mr. Howard I. Young, Deputy Administrator of DMPA, 
to Mr. Max Medley, the Comptroller of GSA, dated February 4, 1952. 

(The letter above referred to follows :) 


DEFENSE MATERIALS PROCUREMENT AGENCY, 


Washington 25, D. C., February 4, 1952. 
Memorandum 


To: Mr. Max Medley, Comptroller, GSA. 
From: Mr. Howard Young, Deputy Administrator, DMPA. 
Subject : Mid-Continent Mining Corp. 

Reference is made to your memorandum of January 31 on the financial status 
of the above-captioned mining corporation. 

It is recognized that the current assets of the corporation are in fact negligible. 
The corporation was organized for the sole purpose of exploiting the ore body for 
which the $400,000 advance is intended. It is noted that of the total fixed assets 
of the company amounting to $888,724 the major portion is the item of “Alice 
Mine reserves” totaling $875,000. 

It must be recognized that an ore body of the character developed does consti- 
tute collateral. A commercial ore body amenable to extraction through recog- 
nized efficient mining and metallurgical methods and practices is in fact security 
for the advance. The management is, we believe, capable of attaining the 
extraction of zine concentrates at a cost indicated in our Zinc Branch’s appraisal 
and it should be noted that the American Zine Co. of Illinois has agreed to assist 
the Mid-Continent in the erection of its mill and in the working out of efficient 
metallurgy. 

Under all the circumstances and in spite of the low current asset figure attach- 


ing to the corporation we consider the advance of $400,000 fully justified for the 
reasons outlined above. 


Howarp I. Youne, 
Deputy Administrator. 
Chairman Brown. Without objection, a letter from Mr. Howard I. 


Young to Mr. Albert H. Greene, dated August 21, 1952, will be inserted 
in the record. 
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(The letter referred to above is as follows :) 


Avueust 21, 1952. 
To: Mr. Albert H. Greene. 
From: Howard I. Young. 
Subject: Mid-Continent Mining Corp. 


Referring to Mr. Ford’s memorandum of August 20, beg to advise that the 
floor-price contract was sent to Mid-Continent in St. Paul so that the First 
National Bank, who are going to make the loan, would have an opportunity to 
see the contract and it would be executed by the proper official of Mid-Continent 
and then returned for the Administrator’s signature. 

This was a standard form contract and on account of this case having been 
held up so long and the bank being anxious to see it, it was mailed out as soon 
as completed. 

The management of Mid-Continent has been chosen and is well qualified, hav- 
ing worked in various capacities for the National Lead Co. and recently having 
been superintendent of the National Lead’s southeast Missouri operations prior 
to employment in mining operations in Africa. 

Inasmuch as equity capital, in addition to the guaranteed loan, will no doubt 
be required in this project, the floor price contract is as originally agreed upon, 
for a definite period of time and/or a definite tonnage of production of slab zine 
as agreed to by the Administrator. 

Ey E TY: 


Chairman Brown. Do you have anything you want to insert in the 
record ¢ 

Mr. Lane. No, [ have no objection to this. 

Chairman Brown. This is a letter dated August 20, 1952 from Mr. 
John G. Ford to Mr. Albert H. Greene, General Counsel, DMPA. 

(The letter above referred to is as follows :) 
Aveust 20, 1952. 
A. H. GreENE, General Counsel, DMPA, 
JoHn G. Forp, Director, Contract Negotiations Division, Mid-Continent Mining 
Corp. 

This office acknowledges receipt of a copy of a contract with the above com- 
pany for production of slab zinc, submitted to the contractor for signature as of 
August 18, over the signature of the Deputy Administrator. 

The following comments are offered : 

(a) The contract was not concurred in by this division. 

(b) The contract makes no requirement for a showing of conpetent 
management. 

(c) The contract violates the basic principles of a floor price contract 
in that it does not provide for termination of the contract when the con- 
tractor has recovered his investment in facilities, as provided in the ‘““Termi- 
nation” article, section (0) of the standard zine contract prepared by 
your office, and as included in floor price contracts negotiated by this 
office. 

(d) The contract provides, in article X (b) for reports which “indicate 
the accumulation of the contractor’s ‘cash return’ as defined in article 
IX.” No such definition is contained in article IX. 

(e) The Office of Public Information has not been requested to prepare 
a release on this contract, as provided in the internal procedure of this 
office. 

JOHN G. Forp. 


Senator Caprnarr. I would like to suggest—I don’t think I will 
make it in the form of a motion—that the General Accounting Office, 
of course, has its responsibility and its job to do, and they are a 
wing of Congress. Being human, they are subject to making errors. 
They have a lot of detail to handle. They have to depend on a lot 
of people for a lot of information. 

My suggestion is, after listening to Mr. Young and listening to this 
whole matter, that Mr. Young, his company, and the General Account- 
ing Office get together and see if they can’t reconcile any mistakes or 
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misinformation that may have been given to the General Accounting 
Office honestly and sincerely and report back to this committee the 
areas of agreement, at least, that they can come to, and then, if they 
can’t come to an agreement on other things, I think this committee 
ought to know about it. I think that is the better way to handle this 
matter, because I don’t think there is any question right now that he 
GAO people will have to admit that $60,000 of equipment was not 
purchased from the American Zinc, Lead & Smelting Co.; yet on the 
face of that letter, that is a little inference there by Mr. Clough that at 
least they had something to do with it. 

I think maybe when you get into this 1514 cents a pound, you may 
well find that the rise is a cent and a half above, as Mr. Young says, 
or maybe they had a contract for 1714 cents and other companies 
delivered a lot of zinc at that price, and then you maintain these 
other things. You may find an explanation of them, because I am 
sure the General Accounting Office doesn’t want to misrepresent the 
facts, Mr. Young. I am sure this committee doesn’t want to see the 
facts misrepresented on the part of the General Accounting Office 
or on your part. I am sure this committee and every member of it 
feels that way. I know that is true. We just want the facts, and if 
we have erred here in this committee or if the General Accounting 
Office has erred or you have erred, it looks to me that they have been 
errors of judgment rather than errors of intent, and I think you two 
groups ought to get together and reconcile this whole business, if 
you can. 

Chairman Brown. Certainly they can narrow down their disagree- 
ments. I think it would be a good hing for you people to get together 
and talk it over. 

Senator CarrHart. Maybe we can have another executive session 
before we go out of here on August 1, or, if not, we can handle it in 
January when we come back. 

Chairman Brown. What do you have to say ? 

Mr. Youne. All I have to say is I have been dragged down through 
the mud from one end to the other on account of the fact that these 
people were not gentlemanly enough to call me up when I am still a 
classified consultant 

Chairman Brown. I don’t think you need to bring that in. 

Mr. Youne. The officials of our company know that this publicity 
has gone all over the country, has hurt not only me, but our company, 
and I think delaying this and dragging it along 

Senator Carenart. That is why I suggested what I did. Under 
my suggestion here, which I am not putting in the form of a mo- 
tion, which I might do, I would direct the General Accounting Of- 
fice to meet with you and correct these mistakes that might have crept 
iato this thing and get it all straightened out on that basis. 

This committee has no authority 











Mr. Youna. Let me ask you this: This gentleman has made a state- 
ment here that this difference in price that he showed there, that 
the market was 14 cents and that one agency of the Government 
transferred it to another on that basis. In the record he says that they 
purchased from us at that price. 

Chairman Brown. I think you can iron that out. Somebody is 
mistaken. 
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Mr. Youne. We can iron it out. The dear public will never know 
the difference. 

Senator Carenart. When you iron it out, we will give it to the 
public. If you can get it ironed out in the next 4 or 5 days, I am 
certain that the chairman, whom I have known for a number ‘of years 
and is one of the fairest men that I have ever met in the Congress, 
we will have a meeting and straighten it out in the minds of the 
public. 

Chairman Brown. We certainly will. 

Representative Game. It is our duty. 

Mr. Exits. I certainly would like to do it. 

Chairman Brown. Off the record. 

(Discussion off the record.) 

Chairman Brown. Back on the record. 

Mr. Lane. Would it be appropriate for this committee to make 
available to us the records on which they have compiled their con- 
clusions as well as the records of the various Government agencies 
concerned, most all of which Mr. Young participated in building 
up ¢ 

In other words, it is perfectly apparent from these volumes 

Chairman Brown. Have you any objection / 

Mr. Exuis. As far as I can, I have no objection. 

Representative GAmBLE. Are some of those classified ? 

Mr. Lane. Mr. Young has full clearance. 

Mr. Exxis. The problem i is they may be in General Services Admin- 
istration and I can’t speak as to them. 

Senator Carenart. Anything that is classified or against the law, 
bring it back to us. 

Mr. Larson. He is a consultant to the General Services Administra- 
tion and has access to classified information. 

Senator Carenart. Mr. Young has been cleared for all classified 
matters. 

Mr. Youne. I understand Mr. Clough is in the city. He happened 
to call me at noon. He is in here for other Government business and 
we can get Mr. Clough right now, and Mr. Lane can 

Senator Carenart. There are only about six points as I remember. 
Your attorneys and Mr. Larson and others can get together with 
these gentlemen here, I think, and within a couple of ‘days’ time, 
I think you ought to be able to come back here to the chairman and 
say, “This we find was wrong, and this was wrong, and we have it 
down to this, and this is either bad”—I am just saying what might 
happen, I don’t know—“it is good or purely a matter of judgment.” 

Mr. Lane. Senator, if you ‘don’t mind, on certain of these things 
at least—and we haven’t had an opportunity to go over them at all— 
it seems to me the shoe is on the other foot. These people have made 
allegations of fact. The ones we are interested in are the allegations 
of fact detrimental to Mr. Young. It seems to me the burden is 
theirs, sir, to produce evidence to prove that fact. 

Mr. Exxis. That is fair enough. 

Senator Carenart. I was hopeful that you would be able to sit 


down with them and show them wherein they were wrong, like on 
this $60,000 business. 


(Off the record.) 
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Chairman Brown. They have agreed to furnish you just what you 
want. I think the committee is trying to help you. We appreciate 
your attitude. We are sorry it got out before we heard your state- 
ment. I think these gentlemen are honest, too. : 

Senator Carrnart. If they can’t get together and you are not satis- 
fied, and General Accounting Office is not satisfied, then we will have 
to have a full-fledged investigation of this whole matter and call Mr. 
Clought and others. 

But after listening to this today and a couple of days, I will be sur- 
prised if you are not able to reconcile all these things. 

Representative GampB.e. The answer is “Yes” on “No” on some of 
these things. 

Mr. Lane. Exactly. 

Senator Capenart. The answer is “Yes” or “No” on the $60,000. 
On many of these things the answer is “Yes” or “No.” 

Mr. Youna. It is “Yes” or “No” on the price we overcharged the 
Government, $30 a ton. 

Mr. Exuis. I am ready any time. Today or tomorrow. 

Senator Capenart. You ought to do it immediately. 

Chairman Brown. Thank you for appearing. I think the sug- 
gestion made by Senator Capehart is a very wise one, for both sides 
to get together. I think you will get the full truth, and I don’t 
think it will be damaging if you get together and iron these things 
out. 

(Attachments A, B, C, D, E, and F, submitted by Mr. Young with 
his statement, are as follows :) 


ATTACHMENT A 


SEPTEMBER 10, 1951. 
Hon. JEss LARSON, 
Administrator, Defense Materials Procurement Administration, 
Washington, D. C. 


Dear Mr. Larson: You have asked me to become your Deputy Administrator 
of the Defense Materials Procurement Administration, and I have consented to 
serve. Before assuming the duties of that office, I would like to state that as I 
will serve the Government without compensation, I shall expect to continue to 
receive compensation from the private employers listed below, and that as a Gov- 
ernment official, I will take no part in the consideration of or action on any 
application filed under the Defense Production Act by any company with which 
I am connected. 

I am now president, a director, and a member of the executive committee of the 
American Zinc, Lead & Smelting Co. and each of its wholly owned subsidiaries 
and affiliate companies, which are as follows: 

American Zine Company of Tennessee 
American Limestone Co. 
American Zine Oxide Co. 
American Zine Sales Co. 
American Zine Company of Illinois 
American Zine Company of Arkansas 
American Zinc Company of Oklahoma 
Watauga Stone Co. 
Wisconsin Zine Co. 
Aravaipa Leasing Co. 
The address of the foregoing companies is 1600 Paul Brown Building, St. Louis 
1, Mo. 
I am a director and a small stockholder in the following companies: 
saltimore & Ohio Railroad Co. 
General American Life Insurance Co. 
Mercantile Trust Co. 
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Southwestern Bell Telephone Co. 
Scullin Steel Co. 
Minerals Beneficiation, Inc. 

My compensation from the foregoing listed companies consists only of directors’ 
fees. 

I shall expect the present compensation from the above to continue during my 
Government service. 

A list of the companies in which I have a stock ownership is attached. 

Also attached is a list of the organizations in which I am an officer or director 
and serve without compensation. 

As you know, some of the companies with which I am connected have filed 
applications with the Government under the Defense Production Act. Some of 
these applications require approval by DMPA. I had hoped all of these applica- 
tions would be acted on prior to my becoming your deputy, but this now appears 
improbable. Accordingly, I would like to make it clear that I will make no recom- 
mendation about nor participate in the consideration or negotiation of any such 
application filed by any person or organization as mentioned above. 

I hope that I may be of material assistance to you and the Government in 
carrying out the defense program. 

Very truly yours, 
, President. 


ATTACHMENT B 
SEPTEMBER 13, 1951. 
Mr. Howarp I. Young, 
President, American Zinc, Lead & Smelting Co., 
St. Louis 1, Mo. 

Dear Mr. Youne: I am in receipt of your letter of September 10, 1951, wherein 
you set forth the conditions under which you will serve as my deputy in the 
Defense Materials Procurement Agency. You also set forth the companies with 
whom you are now associated in executive, directorship, and stockholder 
capacities. 

As I have told you in urging you to come into the Government and assist me in 
administering this new agency, misguided people will read into our actions selfish 
and ulterior motives in spite of everything we can do. This is unfortunate and 
is the reason it is difficult to get men of your experience to make such a sacrifice. 

I have talked with you at great length and I find you in complete sympathy 
with my own objectives and the objectives of this Administration in solving 
this problem of making available raw materials to fulfill our needs for national 
defense and maintenance of our own free economy. I have found your views and 
your actions completely unselfish and altogether courageous in keeping this 
goal constantly before you. I will not embarass you by asking you to participate 
or make any decision in connection with any negotiations that have to do with 
the companies in which you are interested. 

Your record during World War II of unselfish and patriotic devotion speaks 
for itself. I need you but more important than that your country needs you 
and I feel that both are fortunate in your having accepted my urgent request 
that you join me in this operation. 

Sincerely, 


Jess LARSON, Administrator. 


ATTACHMENT C 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, D. C., September 21, 1951. 


Mr. Bernarp R, KENNEDY, 
Director, Division of the Federal Register, National Archives and 
Records Service, General Services Administration, Washington 25, D. C. 
Dear Mr. KENNEDY: In accordance with the requirements of section 302 of 
Executive Order 10182, issued November 21, 1950, this will constitute notifica- 
tion of the appointment, effective August 13, 1951, of Mr. Howard I. Young as 
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Deputy Administrator of the Defense Materials Procurement Agency, to serve i 
without compensation, pursuant to section 101 (a) of Executive Order 10182. 

Mr. Young in private life is employed as the president, director, and a member : 
of the executive committee of the American Zinc, Lead & Smelting Co. and F 
each of its wholly owned subsidiaries and affiliate companies, which are as 
follows: F: 

American Zine Co. of Tennessee { 
American Limestone Co. 4 
American Zine Oxide Co. My 
American Zine Sales Co. 4 

American Zinc. Co. of Illinois 

American Zine Co. of Arkansas 

American Zine Co. of Oklahoma 

Wautauga Stone Co. 

Wisconsin Zine Co. 

Aravapia Leasing Co. 

He is also a director in the following companies : 

Baltimore & Ohio Railroad Co. 

General American Life Insurance Co. 

Mercantile Trust Co. 

Southwestern Bell Telephone Co. 

Scullin Steel Co. 

Minerals Beneficiation, Inc. 

Sincerely Yours, 


Jess Larson, Administrator. 





ATTACHMENT D 
Primary Zinc DISTILLERS 
HORIZONTAL-RETORT PLANTS 


Arkansas: Fort Smith—Athletic Mining & Smelting Co.* 
Illinois: 
Fairmont City—American Zinc Company of Illinois. 
La Salle—Matthiessen & Hegeler Zinc Co. 
Oklahoma: 
Bartlesville—National Zine Co., Inc. 
Blackwell—Blackwell Zine Co. 
Henryetta—Eagle-Picher Mining & Smelting Co. 
Pennsylvania: Donora—American Steel & Wire Co. 
Texas: 
Amarillo—American Smelting & Refining Co. 
Dumas—American Zine Company of Illinois. 


VERTICAL-RETORT PLANTS 


Illinois: Depue—The New Jersey Zine Co. 
Pennsylvania: 

Josephtown—St. Joseph Lead Co? 

Palmertown—The New Jersey Zinc Company of Pennsylvania. 
West Virginia: Meadowbrook—FE. I. du Pont de Nemours & Co., Inc.’ 





ELECTROLYTIC PLANTS 


Illinois: Kellogg—Sullivan Mining Co. 
Illinois: Monsanto—American Zine Company of Illinois. 
Montana: 
Anaconda—Anaconda Copper Mining Co. 
Great Falls—Anaconda Copper Mining Co. ; 
Texas: Corpus Christi—American Smelting & Refining Co. 4 








1 Operated since 1935 under contract for the American Zine Co. of Illinois. 
2 Electrothermic plant. ES 
2 Now M. & H. Zine Co., La Salle, Tl. 


Source: Minerals Yearbook 1950, U. S. Department of the Interior, Bureau of Mines, 
p. 1289. 
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ATTACHMENT E 


Statement of tristate district zinc concentrate production showing percentage 
produced and purchased by AZ Co. 


Percent Percent 
Purchased i | Purchased | 
Total tons | and pro- | Purchased | | ‘Total tons | and pro- | Purchased 


produced | duced by | 2nd pro- produced | duced by duoed by 


duced by 


AZ Co. AZ Co. 


68, 376 17.79 37, 552 
70, 991 17.90 : 44.113 
70,710 16. 40 || 19% 6: 56, 183 
79,000 16. 25 || 1951....---- 167,045 | 45,064 
85, 497 19. 26 2---77777} 169,900 | 42,537 | 
87,143 23.13 || 1953..........| 99,323] 43,651 
89, 184 25. 24 ST] oso | 86, 494 
59, 495 | 23. 06 | 
50, 78 19. 68 al..| 4,592,886 | 1,001, 685 
34, 897 | 17.11 











ATTACHMENT F 


Statement showing total tonnage of concentrates treated by American Zinc and 
subsidiaries and percent supplied from MPA contracts whether of American 
Zine Co. or purchased from DMPA contractors 


Total tons treated 32, , OF 1, 272, 373 
Total DMPA tons treated_ 7 5, é 5 2, 4 
Percent DMPA tons treated 

— DMPA tons treated excluding AZ DMPA 


Total. tons if 3 DMPA contracts performed 
Percent 3 contract tonnage 





(Pp. 8752 through 8761 of the Congressional Record for July 11, 
1955, on the subject of Dollar-a- Year Men are as follows:) 


DOLLAR-A-YEAR MEN 


Mr. WILLIAMS. Mr. President, I shall try not to delay the Senate too long this 
evening, but I wish to make a few remarks with reference to an amendment to 
the Defense Production Act, which will be considered by the Senate within the 
next few days. A lot has been said recently about a danger in connection with 
the so-called dollar-a-year men. While I think we should see that the Govern- 
ment is always properly protected, we should be careful lest we find ourselves 
guilty of unintentionally rendering a blanket indictment against scores of dol- 
lar-a-year men who, during World War II, the Korean war, and today, rendered 
practical service to the Government. I think we should pay our respects to the 
loyal services which they have rendered the country and should recognize that the 
overwhelming majority of those men were motivated by honest intentions. We 
should ae that to the best of their ability they performed their services 
to the Nation. 

At the same time, Mr. President, I think we should recognize that in regards 
to this group, as well as other groups, we, as Member of Congress, have to be 
careful that the laws are such that the Government is protected. We must 
recognize that as in all groups there can be those who forgot that they came to 
Washington to accept a public office on the basis that it was a public trust. When 
such happens we should be specific in our charges and point out exactly wherein 
they were wrong. I think we should spell out the names of the individuals, 
dates, and transactions, and if there are suggestions of bribes we should stand 
ready to state the amount of money they received. We have a responsibility 
as Members of Congress to see that we are specific in our charges lest the inno- 
cent in their group be injured. 
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Mr. President, I wish to discuss today a case about which something has been 
hinted recently in the press. In fact, consideration of the Defense Production 
Act last week was withdrawn because of a letter which the committee received 
from the Comptroller General involving a former Deputy Administrator of the 
Defense Procurement Agency. This individual is Mr. Howard I. Young. I 
notice in the press that he has denied that he had any connection whatever or 
anything to do in his official capacity with any contracts which were negotiated 
with companies in which he had a financial interest. I also note that he is 
scheduled to come before the committee within the next few days, at which time 
he will be given an opportunity to answer the allegations made against him. 

I think we and the country should withhold judgment until Mr. Young has 
had an opportunity to explain his side of the transaction. At the same time, I 
feel there are certain angles to the case which should be placed in the Record in 
order that when he appears he will know the charges with which he is con- 
fronted and can, perhaps, be in a better position to answer. 

There are indications that perhaps Mr. Young did know about some of the 
transactions which were taking place with companies with which he was 
affiliated. 

There is a law which prohibits any official, either paid or nonpaid, from 
exercising in his official capacity the right to negotiate a contract with a con- 
cern by which he is financially benefited. 

I shall refer particularly to the authority vested in the President of the 
United States in the Defense Production Act of 1950—Public Law 774, 81st Con- 
gress. 

Under date of November 21, 1950, Harry S. Truman, President of the United 
States, issued Executive Order 10182, under the authority of that act. This 
Executive order is contained in volume 15, No. 228, of the Federal Register of 
November 23, 1950, page 8013. I quote briefly from this Executive order, as 
follows: 

“Part I 


“Sec. 101. (a) The head of any department or agency delegated or assigned 
functions under the act pursuant to Executive Order No. 10161, of September 9, 
1950, is hereby delegated the authority provided by subsection 710 (b) of that 
act to employ persons of outstanding experience and ability without compen- 
sation. The authority delegated by this subsection 101 (a) may not be re- 
delegated.” 

I now quote from part II of the same Executive order, as follows: 

“Sec. 201. Any person employed under part I of this order is hereby 
exempted, with respect to such employment, from the operation of sections 
281, 288, 284, 434, and 1914 of Title 18, United States Code, and section 190 of the 
Revised Statutes( 5 U. S. C. 99), except as specified in the following subsections: 

“(a) Exemption hereunder shall not extend to the negotiation or execution, by 
an appointee under this order, of Government contracts with the private em- 
ployer of such appointee or with any corporation, joint stock company, associa- 
tion, firm, partnership, or other entity in the pecuniary profits or contracts of 
which the appointee has any direct or indirect interest. 

“(b) Exemption hereunder shall not extend to making any recommendation 
or taking any action with respect to individual applications to the Government 
for relief or assistance on appeal or otherwise, under the provisions of the act 
made by the private employer of the appointee or by any corporation, joint 
stock company, association, firm, partnership, or other entity in the pecuniary 
profits or contracts of which the appointee has any direct or indirect interest.” 

Mr. President, I ask unanimous consent that this Executive Order 10182, 
issued by President Truman under date of November 21, 1950, be printed in its 
entirety at this point in the Recorp. 

There being no objection, Executive Order 10182 was ordered to be printed 
in the Record, as follows: 


“TITLE 3. THE PRESIDENT—EXECUTIVE OrpDER 10182, ProvipING FoR THE APPOINT- 
MENT OF CERTAIN PERSONS UNDER THE DEFENSE PRODUCTION AcT OF 1950 AND 
PRESCRIBING REGULATIONS FOR THEIR EXEMPTION FROM CERTAIN CONFLICT-OF- 
INTEREST STATUTES 





“By virtue of the authority vested in me by the Defense Production Act of 1950, 
approved September 8, 1950 (Public Law 774, 81st Cong.), hereinafter referred 
to as the act, it is hereby ordered as follows: 
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“PART I 


“Sec. 101. (a) The head of any department or agency delegated or assigned 
functions under the act pursuant to Executive Order No. 10161, of September 9, 
1950, is hereby delegated the authority provided by subsection 710 (b) of that 
act to employ persons of outstanding experience and ability without compensation, 
The authority delegated by this subsection 101 (a) may not be redelegated. 

“(b) Such heads of departments or agencies are further delegated the author- 
ity provided by subsection 710 (c) of that act to employ experts and consultants, 
or organizations thereof. 

“(c) Such heads of departments or agencies are further delegated the authority 
provided by subsection 710 (d) of that act to utilize the services of Federal, State, 
and local agencies and to utilize and establish such such regional, local, or other 
agencies, and to utilize such voluntary and uncompensated services as may from 
time to time be needed. 

“Seco. 102. The head of any department or agency delegated authority pursuant 
to subsections 101 (a) and 101 (b) of this part shall be guided in the exercise 
of that authority by the following policies: 

“(a) So far as possible, operations under the act shall be carried on by full- 
time, salaried employees of the Government, and appointments under this author- 
ity shall be to advisory or consultative positions only. 

“(b) Appointments to positions other than advisory or consultative may be 
made under this order only when the requirements of the position are such that 
the incumbent must personally possess outstanding experience and ability not 
obtainable on a full-time, salaried basis. 

“(c¢) In the appointment of personnel and in assignment of their duties, the 
head of the department or agency involved shall take steps to avoid, to as great 
an extent as possible, any conflict between the governmental duties and the 
private interest of such personnel. 

“Sec. 103. The authority delegated by subsection 101 (c) to utilize at the 
regional and local levels voluntary and uncompensated services is not subject 
to the policies prescribed in section 102. Such authority may not be exercised, 
however, to fill positions subject to the Classification Act of 1949. 


“PART II 


“Sec. 201. Any person employed under part I of this order is hereby exempted, 
with respect to such employment, from the operation of sections 281, 283, 284, 
434, and 1914 of title 18, United States Code, and section 190 of the Revised 
Statutes (5 U. S. C. 99), except as specified in the following subsections: 

“(a) Exemption hereunder shall not extend to the negotiation or execution, 
by an appointee under this order, of Government contracts with the private 
employer of such appointee or with any corporation, joint stock company, asso- 
ciation, firm, partnership, or other entity in the pecuniary profits or contracts 
of which the appointee has any direct or indirect interest. 

“(b) Exemption hereunder shall not extend to making any recommendation 
or taking any action with respect to individual applications to the Government 
for relief or assistance, on appeal or otherwise, under the provisions of the act 
made by the private employer of the appointee or by any corporation, joint stock 
company, association, firm, partnership, or other entity in the pecuniary profits 
or contracts of which the appointee has any direct or indirect interest. 

“(c) In the case of appointments under subsections 101 (a) and 101 (b) 
hereof, exemption hereunder shall not extend to the prosecution by the ap- 
pointee in any fashion in the prosecution of any claims against the Govern- 
ment involving any matter concerning which the appointee had any responsi- 
bility during his employment under this order, during the period of such em- 
ployment and the further period of 2 years after the termination of such employ- 
ment. In the case of appointments under subsection 101 (c) hereof, exemption 
hereunder shall not extend to the prosecution by the appointee, or participation 
by the appointee in any fashion in the prosecution, of any claims against the 
Government growing out of any matter with respect to which the appointee was 
personally concerned in his official capacity during his employment under this 
order, during the period of such employment and the further period of 2 years 
after the termination of such employment. 

“(d) In the case of appointments under subsections 101 (a) and 101 (b) 
hereof, exemption hereunder shall not extend to the receipt or payment of 
salary in connection with the appointee’s Government service hereunder from 
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any source other than the private employer of the appointee at the time of his 
appointment hereunder. 
“(e) Exemption from sections 434 and 1914 of title 18, United States Code, 


shall not extend to persons appointed as experts or consultants under subsection 
101 (b) hereof. 


“PART III 


“Src. 301. Appointments under subsection 101 (a) of this order shall be sup- 
ported by written certification by the head of the employing department or 
agency: 

“(a) That the appointment is necessary and appropriate in order to carry out 
the provisions of the act; 

“(b) That the duties of the position to which the appointment is being made 
require outstanding experience and ability; 

“(c) That the appointee has the outstanding experience and ability required 
by the position ; and 

“(d) That the department or agency head has been unable to obtain a person 
with the qualifications necessary for the position on a full-time, salaried basis. 

“Src. 302. The heads of the departments or agencies making appointments 
under this order shall file with the Division of the Federal Register (for public 
inspection but not for publication) a statement including the name of the ap- 
pointee, the section of this order under which he was appointed, the employing 
department or agency, the title of his position, and the name of his private 
employer. 

“Sec. 303. All appointments under subsections 710 (b), 710 (c), and 710 (d) 
of the act shall be made under the terms of this order after the date hereof, 
and appointments heretofore made under those subsections of the act shall be 
deemed for all purposes to have made under this order upon compliance with 
the preceding sections of this part. 

“Sree. 304. At least once every 3 months, the Chairman of the United States 
Civil Service Commission shall survey appointments made under this order and 
shall report his findings to the President and make such recommendations as he 
may deem proper. 

“Harry S. TRUMAN. 

“THE WHITE Howse, November 21, 1950. 

“(Contained in vol. 15, No. 228, Federal Register, Nov. 23, 1950, p. 8013.)” 

Mr. WILLIAMS. Mr. President, under this Executive order, as promulgated 
by Public Law 774, 7ist Congress, any employee, paid or nonpaid, is prohibited 
from taking part in the negotiation of a contract with an organization with 
which he is affiliated or by which he will financially benefit. 

I discuss briefly the zinc program as carried out under the Defense Produc- 
tion Act, and the stockpiling program under the Defense Materials Procure- 
ment Agency, of which Mr. Young, as Deputy Administrator and direct assist- 
ant to Mr. Jess Larson, was responsible. 

Mr. President, I ask unanimous consent to have printed at this point in the 
Record a brief statement outlining the expansion and contraction of the zinc 
program, 


There being no objection, the material was ordered to be printed in the 
Record, as follows: 


“THE ZINC PROGRAM 


“The main function of the Defense Production Act of 1950 and of the top plan- 
ning agencies charged with its administration has been to insure, with the least 
impact on the domestic economy, adequate supplies of strategic and critical 
materials for present defense needs and a sufficient reserve for future con- 
tingencies. 

“Zine was deemed strategic and critical for national defense, but was placed 
in the low-urgency category on the list of materials requiring urgent defense 
action. However, in late 1950 and early 1951 the zinc shortage did require 
controls and allocation. 

“Zinc ores and concentrates, which are smelted to form metallic zinc, are 
produced in the continental United States, Canada, Mexico, South America, 
and also in countries across the Atlantic and Pacific. For many years the 
American zine industry was protected by tariffs. Because of national-defense 
needs, Congress expressly recognized by the act of 1950 the importance of foreign 
sources and did not require zinc or other metals to be obtained exclusively from 
American sources regardless of cost. ODM and DPA, on recommendation of 
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DMPA, made the policy decisions for obtaining particular metals from domestic 
or foreign sources. American sources alone have been unable to supply the 
necessary requirements for national defense and civilian consumption. In case 
of emergency, when material in the stockpile would be used, the United States 
could be self-sufficient with the aid of zinc from neighboring Canada and Mexico. 

“DMPA had the responsibility of providing adequate supplies of zine and 
other needed materials. The Administrator of General Services Administration 
(then Mr. Jess Larson) also headed DMPA. The Deputy Administrator of 
DMPA was Mr. Howard I. Young, president of American Zinc, Lead and Smelt- 
ing Co., and president of the American Mining Congress. As DMPA was repre- 
sented in key Government policy committees handling vital programs such as 
production expansion, stockpiling, national and international allocations, sub- 
sidy payments, and ceiling prices, Mr. Young attended these committee meetings 
with Mr. Larson. He also attended as chief representative of DMPA when Mr. 
Larson’s other duties prevented him from attending. 


“THE ZINC SITUATION FROM KOREA TO LATE 1951 


“After the outbreak of hostilities in Korea, as industrial consumers sought 
to accumulate stocks as defense contracts were placed, and as the Government 
sought to accelerate stockpiling, the price of zinc advanced. In 1951 domestic 
mines produced 681,000 tons of zine, exceeding by 23,000 tons the average pro- 
duction during the peak period from 1943 to 1947. In January 1951 a ceiling 
price of 17.5 cents per pound was placed on slab zine, and in October 1951 it was 
raised in 19.5 cents. The price of zinc on world markets had meanwhile risen 
even higher, due at least partly to Government purchases for stockpile and ex- 
pansion programs administered by the Economic Cooperation Administration 
(ECA). 

“As world inventories were increasing and production had reached an all-time 
high, GSA early in 1951, on instructions from the Munitions Board, stopped 
buying zine for stockpile because the revised stockpile objective had been 
reached by deliveries or purchase commitments. In mid-1951 zine inventories 
from World War II were alone sufficient to provide nearly 70 percent of the 
existing stockpile objective. 

“The Defense Minerals Administration (DMA), Department of the Interior, 
which preceded DMPA in handling the program for expansion of production of 
strategic and critical materials, submitted a final report on November 2, 1951, 
recommending that the zinc expansion program be curtailed. The report stated 
that the apparent short supply of zinc was temporary and exaggerated as 
European buyers were outbidding American smelters on a free world market, 
and recommended that the aggressive Government buying program in world 
markets be discontinued, as substantial mine expansion in South America, Can- 
ada, and elsewhere would ease the world situation by 1953, and that the duty on 
zine be suspended to make more readily available foreign imports at lower 
prices. DPA was asked to revoke its previous authorization providing funds 
for purchasing zinc at premium prices to be resold at a Government loss of 
approximately 1.5 cents per pound. 


“DMPA EXPANSION PROGRAMS 


“Soon after issuance of the last DMPA report on zine, Mr. Young, the newly 
appointed Deputy Administrator of DMPA, in a press release on November 15, 
1951, described the projected zinc supply ‘as being extremely serious when you 
look at it against the policy of supplying not only the mobilization effort but 
keeping the national economy going at the highest possible level as well.’ In- 
dustry officials were likewise informed that DMPA was in the process of formu- 
lating a zine program which would be released in the near future. 

“From November 1951 to March 19538, DMPA, under the guidance of Mr. 
Young, submitted to DPA a series of zinc-expansion programs which cannot 
be easily reconciled with facts showing the continuous easing of the zine situa- 
tion, both domestic and international. Although the zine stockpile goa! had 
previously been set and was well under control, DMPA began submitting to 01IDM 
and DPA general overall programs for further expansion of stockpiie ob- 
jectives and for extension of the scope of borrowing authority under the De- 
fense Production Act to subsidize zine producers in various ways. Before June 
1952 it was apparent that DPA had not become convinced of the urgency of his 
repeated proposals. 
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“On November 19, 1951, DMPA submitted to DPA its first program for zinc 
expansion, which began a series of attempts to obtain a long-range expansion 
goal supported by appropriate borrowing authority. It was emphasized that 
the policy of DMPA would be to obtain zinc primarily from North American 
sources and from producers capable of supplying zine at an early stage. DPA 
on January 8, 1952, issued its expansion goal order authorizing an expansion 
goal for 1955 of 1,320,000 tons of zine production capacity, thereby increasing 
the annual capacity by 242,000 tons, but without granting overall borrowing 
authority to DMPA for the entire program. Instead, DPA approval was limited 
to particular projects, many of which had been previously certified in the period 
from March to July 1951. 

“That the zine situation was steadily easing was demonstrated by a series of 
noteworthy developments early in 1952. Between August 1951 and March 1952 
only 15,000 tons of zine were diverted from stockpile to defense orders. In Jan- 
uary 1952 a Presidential directive had authorized withdrawal of 15,000 tons 
for the same purpose, but only 90 tons were actually withdrawn. 

“On February 12, 1952, DPA granted a DMPA request to allocate funds to 
make subsidy payments assuring zinc producers a ceiling price of 19.5 cents per 
pound. ESA did not object to a proposal by Mr. Young on January 29, 1952, 
that a program be approved allowing DMPA to make contracts for periods not 
exceeding 2 years at guaranteed prices from 2 to 6 cents over existing ceiling 
prices. 

Softening of zinc market. 

“The tariff was suspended by Congress in February 1952 (66 Stat. 7), and 
the drop in world prices below the United States ceiling price resulted in in- 
creased imports of zinc ores and concentrates—48 percent over 1951; total im- 
ports of 448,700 tons in 1952 reached a record second only to the peak war year 
of 1948. 

“The price of zinc began to decline below ceiling as the situation steadily 
eased in 1952. DPA rejected another expansion program submitted on April 
16, 1952, by DMPA to increase the supply to 1,300,000 tons a year and to author- 
ize contracts not to exceed 17.5 cents for expanded production. 

“In May 1952 DPA regarded its expansion goal of January 8, 1952, as more 
than sufficient to meet anticipated future requirements and DMPA’s request for 
additional tonnage as unrealistic. Periodic directives for short-term stockpile 
purchases which had not varied since June 20, 1951, were further reduced in 
May and June 1952. 

“NPA allocation Order M-—9 was liberalized May 15, 1952, and revoked June 
27, 1952, as zinc was then easily obtainable. 

“In June 1952 the market price declined to 15 cents. Increases in inventory 
and further price declines to 12.5 cents caused domestic production to decline 
to 604,000 tons in 1952, even though domestic production mine potential was 
720,000 tons. 

“Because of the steady decline in zine prices and the consequent adverse 
effect on American industry, Mr. Young recommended further aid to domestic 
producers, but ODM and DPA withheld broad program approval. Approval 
continued to be limited to particular projects. 

“The Office of International Trade eliminated export quotas on July 3, 1952, 
and 66,000 tons of zine and zine ore concentrates were exported from this 
country in 1952. Trading in zine futures, which had been suspended since 
July 1951, was resumed on the New York Commodity Exchange on July 23, 1952. 
Supply and demand could now operate freely in domestic and international 
markets. 

“An expansion program emphasizing the hardship suffered by the domestic 
mines, due to curtailment of domestic zinc mining production, was submitted to 
DPA by DMPA on July 18, 1952, when the market price was 15 cents. 


“Curtailment of expansion 


“In a meeting attended by DPA, DMPA, ODM, and MB representatives, Mr. 
Young complained that DMPA had been placed in an embarrassing position be- 
cause its new zinc expansion program had not been approved and DMPA was 
morally obligated to make purchase contracts with people involved in ex- 
ploration work for the Government.” 

Mr. WILLIAMS. Mr. President, Mr. Young began his employment with the 
Government on September 13, 1951, when he was appointed as Deputy Admini- 
strator of the Defense Materials Procurement Agency, under Mr. Jess Larson. 
He held that position until May 14, 1953. 
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During the period of Mr. Young’s tenure as Deputy Administrator of DMPA, 
the American Zinc, Lead & Smelting Co., of which he was president, had a 
material interest in the stockpiling program. Of the total domestic zinc ton- 
nage to be generated under expansion contracts, American Zine alone was to 
smelt 47 percent of the concentrates. That company controls approximately 10 
percent of the domestic zinc smelting capacity. The Government bore the finan- 
cial risk incident to the production of concentrates for the smelters. Although 
DMPA, under Mr. Young’s direction, failed in its repeated efforts to obtain 
DMPA’s approval of a broad zine expansion goal with authorization for blanket 
borrowing authority, it was successful in obtaining DPA’s approval of individual 
zine projects totaling $74 million, resulting in an estimated net loss to the Gov- 
ernment of $8 million from its purchase and resale of zinc. While the Defense 
Production Act contemplated losses when required by the critical need for stra- 
tegie metals, such losses for zinc, which always remained near the bottom of 
the priority list and was in relatively easy supply, could less easily be justified. 

During Mr. Young’s tenure of office as Deputy Administrator of DMPA, from 
September 1951 to May 1953, he gave varying reasons to justify the succession 
of zinc expansion programs. In the early stage—late 1951 and 1952—-emphasis 
was placed on needs for defense production and civilian requirements. When 
the market broke in the spring of 1952—prices declining from 19.5 to 15 cents— 
and defense and civilian requirements had been met, expansion was justified on 
the basis of hardships encountered by domestic producers due to falling prices 
and foreign importations. Later DMPA recommended subsidizing domestic 
producers by paying the difference between the ceiling price of 19.5 cents and 
the market price. In the spring of 1953, when the market price declined to 
11 cents, expansion was justified because of alleged moral commitments made 
to contractors sometime previously. These reasons failed to convince ODM and 
DPA, but Mr. Young persisted in making additional contracts. 

In August 1952, when the zinc market was 14 cents a pound, the General 
Services Administration purchased from the American Zinc, Lead & Smelting 
Co., 1,167 tons at 154% cents a pound, or 1144 cents above the market price. This 
was at a time when Mr. Young held his official position as Deputy Administrator 
to Mr. Larson. At the same time other purchases were made from domestic 
surplus and foreign producers. 

As a member of key Government committees, it was Mr. Young’s duty to help 
formulate national defense policy in the fields of stockpiling, allocation, in- 
dustry, expansion, ceiling prices, and so forth. 

As president of American Zinc, through these extra purchases he obtained 
added sources of zine concentrates to feed the smelters of his company. He also 
served as president of the American Mining Congress. 

His varied activities, which cannot always be completely reconciled, stem 
from the fact that he was serving in this triple capacity ; service to three masters, 
with equal loyalty to each, became plainly incompatible. 

I shall now refer to three contracts in particular which were carried out 
under Mr. Young’s jurisdiction. 

The first was with the W. M. & W. Mining Co., Inc. Government subsidies 
in this instance were paid to the company when the market price of zinc con- 
centrates was below the ceiling price. These subsidies were paid after American 
Zine had advanced money to the company and had contracted to buy its con- 
centrates. Government financial aid was requested and approved soon after 
Mr. Young became Deputy DMPA Administrator. Zine concentrates sufficient 
to produce about 700 tons of slab zinc were sold to American Zinc, and the period 
of subsidies was extended by Mr. Young’s delay in approving termination of the 
contract. The General Accounting Office is now asking the General Services 
Administration to justify these subsidy payments. 

“In June 1952, the Defense Materials Procurement Agency (DMPA) entered 
into a subsidy contract with the W. M. & W. Mining Co., Inc., Baxter Springs, 
Kans., for the annual production of 3,000 tons of zine concentrates from the 
Brewesterland mine in Ottawa County, Okla. Under the agreement DMPA was 
to pay the contractor a premium price of $12.86 per ton of zine concentrates, 
graded at 60 percent, to compensate for an alleged hardship to the contractor 
due to the ceiling price imposed under the Defense Production Act of 1950. 

“Howard I. Young was appointed Deputy Administrator of DMPA on Septem- 
ber 13, 1951, and while holding this position remained president of American Zine, 
Lead & Smelting Co., Inc., the parent corporation of the American Zine Co. 
of Illinois. 
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“On December 15, 1950, prior to his appointment as Deputy Administrator, 
DMPA, Mr. Young signed a contract for the American Zine Co. to purchase all 
zine concentrates produced by W. M. & W. Mining Co., Inc., in the tristate dis- 
trict, during the period December 15, 1950, to December 14, 1953. 

“The total investment in W. M. & W. Mining Co., Inc., by the stockholders was 
$32,700, of which $22,500 was in stock and $10,200 demand notes. From January 
to September 1951 the American Zinc, Lead & Smelting Co. advanced $70,000 
to W. M. & W. Mining Co., Inc. By January 1952, $36,000 of the advance had 
been repaid. 

“During January 1952, Mr. W. J. Worley, president of W. M. & W. Mining 
Co., Inc., advised Mr. Young that Government aid would be necessary if produc- 
tion was to continue. Negotiations were started which resulted in the signing of 
a subsidy contract on June 27, 1952, by the Administrator, DMPA, despite the un- 
certainty within DMPA as to justification for an over-the-market price contract 
of this type due to the improved condition in the zinc market. Memorandum 
in DMPA file dated January 31, 1952, to Mr. Young, advised that there was not a 
critical shortage of zinc, and on April 18, 1952, another memorandum to Mr. 
Tom Lyon, Director, Domestic Expansion Division, also stressed the improved 
condition of zine supply. 

“The contract, which was made retroactive to February 1, 1952, was to extend 
through December 31, 1958. A total borrowing authority of $196,000 was au- 
thorized. The amount was later reduced to $96,000 after a request by the 
contractor was granted to reduce the contract quantity. 

“Subsidy payments of $18,064.90 were made to the W. M. & W. Mining Co., 
Inc., for the production of 1,473.25 tons of zine concentrates, all of which have 
been sold to Mr. Young’s company, American Zinc, Lead & Smelting Co. 

“On August 5, 1952, Mr. John G. Ford, Director, Contract Negotiations Division, 
attempted to terminate the contract, but Mr. Young delayed this action by saying 
that termination would be completed after the contractor received payment for 
vouchers covering February through June 1952 production. The contract was 
eventually terminated by the Administrator, Mr. Jess Larson, on November 18, 
1952. 

“The Defense Production Act of 1950 provided that if under generally fair 
and equitable ceiling prices there will result a decrease in supplies from high- 
cost sources, provisions may be made for subsidy payments. The zinc concen- 
trates subsidized under this contract were sold at prevailing market prices 
($135 or lower), which were lower than the contractor’s authorized ceiling price 
($139) ; therefore, in this agreement it was market price and not ceiling price 
that would have caused a decrease in supplies. The General Accounting Office 
has asked the Emergency Procurement Service, GSA (successors to DMPA), to 
justify the sudsidy payments. 

“The American Zinc, Lead & Smelting Co. was directly interested in the profits 
of the W. M. & W. Mining Co., Inc., insofar as they affected the repayment of 
their advances and the continuance of the mine in operation so as to remain 
a source of supply of zine concentrates for American Zinc, Lead & Smelting Co. 

“Mr. Howard I. Young, notwithstanding his affiliation with the American Zinc, 
Lead & Smelting Co., approved the subsidy contract and later impeded its 
termination.” 

Mr. President, at this time I ask unanimous consent that a report on the 
transactions involving the W. M. & W. Mining Co., Inc., be incorporated in the 
Record at this point. 

The PRESIDING OFFICER (Mr. Neuberger in the chair). Is there objection? The 
Chair hears none. 

There being no objection, the report was ordered to be printed in the Record, 
as follows: 

“The American Zinc, Lead & Smelting Co., the parent company of American 
Zine Co., of Illinois, advanced the W. M. & W. Mining Co., Inc., $70,000 during 
the period January 1951 through September 1951, with a $34,000 unliquidated 
balance remaining in January 1952, the time negotiations began for a subsidy 
contract from the Government. The total investment of the stockholders of the 
W. M. & W. Mining Co., Inc., was $32,700 and consisted of $22,500 invested in 
stocks and $10,200 as a loan supported by demand notes. This was less than 
half of the total investment of the American Zinc, Lead & Smelting Co. in the 
corporation. Even though American Zinc had received payment for more than 
half of their loan, the unliquidated balance was still greater than the total 
investment of the stockholders at the time negotiations were started for the 
subsidy contract. The subsidy was granted so that W. M. & W. Mining Co. would 
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be able to continue in operation. By the continued operation, under the subsidy, 
more time was provided for the liquidation of the of the $70,000 advance and at 
the same time American Zine was provided an assured source of supply of zine 
concentrates at a favorable market price. 

“On September 15, 1951, Mr. Young became Deputy Administrator of DMPA 
and while serving in this capacity did not relinquish his affiliation with the 
American Zine, Lead & Smelting Co. In fact, during the years he was Deputy 
Administrator, September 1951 to May 1953, he received from the company an 
annual income of over $79,000 a year and over $238,000 for the 3 years. 

“It is apparent that Mr. Young was directly interested in the American Zinc, 
Lead & Smelting Co., which has an investment in the W. M. & W. Mining Co., Inc. 
Various questions were raised in regard to the proposed contract, including the 
fact there was some doubt about the justification for an over-the-market subsidy 
price for the production of zine due to the improved zine supply. Mr. Young 
recommended the contract. When the contractor encountered difficulty in re- 
ceiving payment on his invoices, Mr. Young took a personal interest in attempt- 
ing to expedite them. Furthermore, when others in DMPA recommended that 
the contract be terminated, Mr. Young delayed the termination. 

“Subsidy payments totaling $18,064.90 were made to the contractor with the 
authority quoted as the Defense Production Act of 1950, as amended, and 
Executive Order No. 10161, as amended. This subsidy was to provide the 
difference between the ceiling price for the product and the contractor’s pro- 
duction cost, plus a reasonable allowance for depletion, depreciation, and profit. 
The estimated costs with allowances were established at $151.86 per ton for 
zine produced prior to effective date of the contract; actual operating costs for 
period of the contract were $120 per ton; while the established ceiling price was 
$139 per ton. A comparison of the estimated costs, actual costs, and ceiling 
price raises the question whether the contract was justifiable under the statutory 
requirements. 

“TERMINATION OF THE CONTRACT 


“The audit report was sent to the Director, Contract Negotiations Division, 
from the Comptroller by memorandum dated November 4, 1952, which reported 
that the contractor’s costs per ton of zinc concentrates were lower after Febru- 
ary 2, 1952, than the figures used in arriving at the negotiated contract cost 
(the calculation was based upon production prior to February 1952); also the 
auditors recommended the contract be terminated because it was not in the best 
interests of the Government to continue the subsidy payments for zine con- 
centrates. 

“Mr. Sherman prepared a memorandum dated November 10, 1952, for Mr. John 
G. Ford’s signature which advised Mr. Medley, the Comptroller, that Mr. Young, 
Deputy Administrator, stated August 7, 1952, that action on termination of the 
contract would be taken as soon as payment had been made to the contractor 
for February through June 1952 production, and on November 4, 1952, the 
Deputy Administrator was notified that checks covering such payments were 
being forwarded to the contractor. 

“Following this memorandum, action was taken to terminate the contract. 
The termination letter prepared on August 5, 1952, by Mr. M. C. Robinson, ne- 
gotiator, Contract Negotiations Division for Mr. Young’s signature, was re- 
written by Mr. J. Liebert, the Executive Assistant to the Deputy Administrator, 
on November 14, 1952, for the Administrator’s signature. The file did not in- 
dicate the necessity for preparing the second letter from Mr. Larson’s signature, 
nor the reason for Mr. Young’s failure to sign the earlier draft of the letter. 

“Mr. Liebert’s letter was signed by the Administrator on November 18, 1952, 
and termination became effective January 22, 1953. 

“The contractor requested the notice of termination be reconsidered. Mr. 
Sherman prepared a letter for Mr. Larson’s signature in which the request was 
denied because there was no legitimate reason for continuing the subsidy pay- 
ments in that the subsidy was to provide the difference between the ceiling price 
for the product and the contractor’s production cost, plus a reasonable allowance 
for depletion, depreciation, and profit; the contractor’s costs with allowances 
was established at $151.86 per ton on the basis of data furnished the agency by 
the contractor for production prior to February 2, 1952; actual operating costs 
reported by the W. M. & W. Mining Co., Inc., covering the period of the contract 
(since February 2, 1952), were found to average $120 per ton; the established 
ceiling price for the concentrates was $139 per ton, resulting in a subsidy of 
$12.86 per ton of 60 percent concentrates, whereas the operating costs, having 
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averaged $120 per ton, were much lower than the ceiling price. Therefore, there 
was no legitimate reason for continuing the Government support of this pro- 
duction. 

“Several more letters were written requesting reconsideration of the cancel- 
lation with the final denial being made by DMPA on February 5, 1953. The con- 
tractor did not dispute the $120 per ton average operating cost, but stated that 
at no time did the market price equal the operating cost, less allowances, and 
only the subsidy received by the company enabled them to continue operations. 


“LEGALITY OF PAYMENTS MADE UNDER THE CONTRACT 


“The W. M. & W. Mining Co., Inc., received subsidy payments, totaling 
$18,064.90, for 1,473.25 tons of zinc concentrates produced during the period 
February 1, 1952, through January 22, 1953. These payments were made from 
November 11, 1952, through March 23, 1953, even though there was some question 
within DMPA as to whether there was a legal basis for making them. In respect 
to subsidy payments, the Defense Production Act of 1950, provides : 

“ ‘Sec. 303. (c) If the President finds— 

“*(1) That under generally fair and equitable ceiling prices for any raw or 
nonprocessed material, there will result a decrease in supplies from high costs 
sourees of such material, and that the continuation of such supplies is necessary 
to carry out the objectives of the act [sec. 2061-2166 of this Appendix]; * * * 

“‘He may make provisions for subsidy payments on any such domestically 
produced material other than an agricultural commodity in such amounts and 
in such manner (including purchases of such material and its resale at a loss 
without regard to the limitations of existing law) and on such terms and condi- 
tions, as he determines to be necessary to insure that supplies from such high 
cost sources are continued, or that maximum production or supply in such area 
ut stable prices of such materials is maintained, as the case may be.’ 

“Thus the subsidy program is contingent upon a finding that low ceiling prices 
result in a decrease in supplies. On January 22, 1952, the Administrator of 
DMPA, in proposing a zinc subsidy program to DPA, found that the established 
ceiling price for zinc would result in a decrease in supply from high-cost sources; 
and that the continuation of such supplies was necessary to carry out the 
objectives of the act. The Defense Production Administration approved this 
program. On June 27, 1952, the Administrator of DMPA found that, because 
of high cost at the Brewsterland Mine of W. M. & W. Mining Co., operations 
could not continue under ceiling prices established for zinc concentrates unless a 
subsidy was granted. Also, he found that the Government considered that the 
continuance of the maximum production of zinc ore from high-cost sources was 
in the best interest of national defense. 

“In the case of concentrates produced by the W. M. & W. Mining Co., Inc., the 
market price (the sales price), was always lower than the authorized ceiling 
price established by the OPS. In fact, the highest the market price for 60 percent 
zine concentrates had ever reached was during the 7-months period, November 
1951 through May 1952, when it was $135 per ton; whereas, the ceiling prices 
as established by OPS on September 5, 1952, and effective October 2, 1951, was 
£139 per ton: hence market price and not ceiling price would have been the 
governing factor in causing a decrease in the contractor’s production. 


“SUBSIDIZED ZINC CONCENTRATES SOLD TO THE AMERICAN ZINC, LEAD & SMELTING CO. 


“According to the supporting documents attached to the invoices of the W. M. & 
W. Mining Co., Ine., all production on which subsidy payments were made had 
been sold to the American Zinc, Lead & Smelting Co. at the going market price, 
which was always below the company OPS ceiling price. 


“INTEREST OF AMERICAN ZINC, LEAD & SMELTING CO. IN THE W. M. & W. 
MINING CO., INC. 


“Contract between American Zinc, Lead & Smelting Co. and W. M. & W. Mining 
Co., Ine. 


“On December 15, 1950, Mr. W. J. Worley, president of W. M. & W. Mining Co., 
Inc., contracted with Mr. Howard I. Young, president of the American Zine Co. 
of Illinois, a wholly owned subsidiary of the American Zinc, Lead & Smelting 
Co., of St. Louis, Mo., to sell all their tri-State district production of zine con- 
centrates to American Zine. Also, the agreement provided: The life of the con- 
tract to extend from December 15, 1950, to December 14, 1953; price was the 
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market price in the Joplin or tri-State district as quoted in the weekly publica- 
tion, Metals and Minerals Market; if either party found that operation under 
this agreement became unprofitable, either could terminate the contract after 
conferring with the other; in the event either party resumed operations, the 
agreement became operative again; the seller had the right to negotiate with 
the Government to expand production, and to the extent of delivery under such 
contract the seller was excused from delivering to the buyer; however, both 
parties would negotiate in good faith to have the buyer convert such concentrates 
to metal required for delivery to the Government. 

“This contract was signed 9 months prior to September 13, 1951, the date Mr. 
Young was appointed Deputy Administrator of DMPA.” 

Mr. WirxttaMs. Mr. President, I point out that during this period Mr. Young 
was president, director, and holder of a large block of stock in the American 
Zine, Lead & Smelting Co. He remained in that position until the termination of 
his connection on May 14, 1953. The records of the Securities and Exchange 
Commission show that he received salaries, fees, commissions, bonuses, and 
shared in profits of the American Zinc, Lead & Smelting Co. during his tenure 
with the Government as follows: 

For the year ending December 31, 1951, he received $79,358.10. 

For the year ending December 31, 1952, he received $79,585.50. 

For the year ending December 31, 1953, he received $79,600. 

As evidence that there was some knowledge on the part of Mr. Young of this 
contract during its negotiation, the telegram of June 27, 1952, was addressed 
to Mr. Young as an official of the American Zinc, Lead & Smelting Co. The 
letter of August 5, 1952, indicating cancellation was prepared for Mr. Young, 
but he refused to sign it, the contract not being canceled until November 18, 1952. 
I ask unanimous consent to have printed in the Record at this point a series of 
Agency correspondence. 

There being no objection, the memorandum was ordered to be printed in the 
Record, as follows: 

JUNE 27, 1952. 
Mr. Howarp I. Youna, 
American Zine, Lead & Smelting Co., St. Louis, Mo.: 


Fowler letter on lead sent special messenger this morning to Office of Defense 
Mobilization. W. M. & W. Mining Co. contract on Larson’s desk for signature. 


Tom Lyon, 
Defense Materials Procurement Agency. 


Aveust 5, 1952. 
W.M. & W. MIntNeG Co., INc., 
Miami, Okla. 


GENTLEMEN: You are hereby notified that under the provisions of its article 
VII, contract No. GS—OOP(D)-18006, between W. M. & W. Mining Co., Inc., and 
the United States of America, dated June 27, 1952, and effective February 1, 
1952, the Government elects to cancel the contract. 

This letter provides you with the 60 days’ notice called for in article VII of 
the contract, which is canceled, effective close of business, 60 days from the 
date of your receipt hereof. 

Sincerely yours, 
Howarp I. Youna, 
Deputy Administrator. 


NOVEMBER 18, 1952. 
W. M. & W. Mrinine@ Co., INc., 
Miami, Okla. 

GENTLEMEN: You are hereby notified that under the provisions of its article 
VII, Contract No. GS—OOP (4)—18006, between W. M. & W. Mining Co., Inc., and 
the United States of America, dated June 27, 1952, and effective February 1, 
1952, the Government elects to cancel the contract. 

This letter provides you with the 60 days’ notice called for in article VII of the 
contract, Which is canceled, effective close of business, 60 days from the date of 
your receipt hereof. : 

Sincerely yours, 
Jess LARSON, Administrator. 
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SepreMsBerR 3, 1952. 
Mr. Wiisur J. WoRLEY, 
President, W. M. & W. Mining Co., 
Miami, Okla.: 

Tighe Woods, the new Administrator of OPS, has advised that the approval 
of your floor price would clear all OPS departments and leave his office either 
Friday of this week or Monday of next. Exceedingly regret unavoidable delay, 
part of which has been on account of the changes of OPS Administrator that 
has recently taken place. Please wire me on Wednesday of next week if this 
has or has not been received. 

Howarp I. Youn, 
Deputy Administrator. 


OFFICE OF PRIcE STABILIZATION, 
Washington, D. C., September 5, 1952. 
Mr. HowArp YOUNG, 
Deputy Administrator, Defense Materials Procurement Agency, 
Washington, D. C. 

Dear Howarp: In accordance with our telephone conversation, I am sending 
you a copy of order No. L—13 issued to the W. M. & W. Mining Co., Inc., Baxter 
Springs, Kans. 

Best regards. 

Sincerely yours, 
TicHEeE E. Woops. 


W. M. & W. MintINe Co., INc., 
Baxter Springs, Kans., September 12, 1952. 
Mr. JoHN G. Forp, 
Director, Contracts Negotiation Division, 
Defense Materials Procurement Agency, 
Washington, D. C. 

Dear Mr. Forp: We are furnishing you herewith a copy of the letter order 
establishing a ceiling price for zinc concentrates for W. M. & W. Mining Co., Inc., 
under General Overriding Regulation 25. 

This is in compliance with wire request of Moward I. Young, Deputy Admin- 
istrator. 

Very truly yours, 
W. M. & W. Minne Co., Inc. 
By W. J. Worry, President. 


Mr. Morse. Mr. President, will the Senator yield? 

Mr. WILLIAMS. I yield. 

Mr. Morse. I wish to commend the Senator for the speech he has made or 
the floor of the Senate, but I wish to bring to his attention a problem which 
concerns me very much, because I do not know what all the facts with regard to 
the Young case are. I do share the point of view of the Senator from Delaware 
that many fine businessmen, both during the war and since the war, have come 
to Washington and made available to their Government, as patriotic men should, 
the benefit of their expert knowledge. I also agree with the Senator from 
Delaware that no group should be condemned or criticized as a group, but when 
criticisms are due they ought to be directed to specific cases. 

The Senator has called attention to the Young case. I do not know what all 
the facts are in the Young case, but the problem I wish to present to him is 
that when the Comptroller General and his very able investigators presented 
the Young case to the Banking and Currency Committee, it was presented in 
executive session and under assurances from the committee that it was going 
to be in executive session. Because of one newspaper story, Mr. Young’s name 
became public knowledge. A member of the committee then took the position 
that Mr. Young should be invited to Washington, if he cares to come, to testify 
before the joint committee. I assume the hearing will be a public hearing, and 
IT think that now under the circumstances it should be. Yet if I have ever seen 
a group of investigators present a thoroughly prepared, documented case, the in- 
vestigators who appeared along with the Comptroller General presented one. 
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Now the Senator from Delaware is presenting an additional documentation 
on the floor of the Senate. So in a way we find that the Government’s case, as 
far as the Comptroller General’s investigators are concerned, is now really 
behind the doors of an executive session. I raise the point because I think what 
we are going to have to do is free the record from executive session. 

Mr. WiL.tiAMs. I might say to the Senator from Oregon that what I have 
put into the Record is already available to the committee. It is not a question 
of violating any committee secrecy. I am not a member of your committee. I 
have not discussed this case with any member of the committee or any member 
of its staff. The information which I obtained is that which could be readily 
obtained by any Member of the Senate who sought to direct questions through 
the proper channels. Of course in directing these questions he would have to 
have a reasonable background of the case. 

I am presenting the information not in violation of any confidence. I feel that 
it should be presented in all fairness to Mr. Young, against whom certain in- 
ferences have been drawn, as well as to all the other dollar-a-year men. We 
have had statements made on the floor this afternoon in which it was hinted 
or inferred that most of these dollar-a-year men are guilty of bribery, fraud, 
or corruption. The speakers did not identify any cases but spoke only in 
general terms. I repeat what I said in the beginning—I believe we should be 
careful in such statements. I am sure the Senator from Oregon will agree 
with me on that. At the same time I do not think it is fair to any individual, 
regardless of what I may think about him, to ask him to come down before a 
committee and have him try to answer questions without knowing the charges. 
The information should be available not only to Mr. Young but to every Mem- 
ber of the Senate and to the American people. The letters I am placing in the 
Record have likewise been referred to the Senator’s committee, and are in- 
cluded in the report. 

Substantially—as nearly as I could do so—I have refrained from expressing 
any opinion of my own; in short, I have proceeded in the same way that I have 
proceeded in all the other cases I have presented: I have used almost verbatim 
the language of the Comptroller General and of the other agencies involved. I 
always check with the agencies involved first. 

As the Senator from Oregon has said, I think we have in the Office of the 
Comptroller General an able administrator, and he has one of the ablest staffs. 
My experience has convinced me that that staff has done a marvelous job not 
only in this case but in many others in calling such discrepancies to the atten- 
tion of the Congress. We in Congress should pay some attention to the cases 
when they are called to our attention. 

Twice during the past 6 or 8 weeks I discussed features of the stoekpiling 
programs. I did so because of my interest in the procedure being followed; 
and from that interest I developed information as to the procedure which has 
been followed in this case. I think the information obtained in this case is 
identical with that which has been presented to the Senator’s committee. 

Mr. Morse. Mr. President, will the Senator from Delaware yield to me? 

The PrResipING Orricer (Mr. Curtis in the chair). Does the Senator from 
Delaware yield to the Senator from Oregon? 

Mr. WILLIAMs. I yield. . 

Mr. Morse. The Senator from Delaware completely misunderstands me if he 
thinks that in anything I have said I have charged him with betraying my 
confidence. 

Mr. WiILiiaMs. I did not interpret his remarks as criticism. I understood 
that he was merely making a statement in connection with my remarks and 
I appreciated his support. 

Mr. Morse. Mr. President, I should like to ask another question of the Senator 
from Delaware. However, before doing so, and in order that there will be 
no misunderstanding of the Record when it is read tomorrow, let me make 
very clear for the Record that I highly commend the Senator from Delaware 
for presenting to the Senate today all the material and information he has pre- 
sented this afternoon. It seems to me highly proper that he do so, particularly 
in view of the fact that the press has already carried articles regarding the 
procedure which has been followed thus far. 

I wish to join the Senator from Delaware in commending the staff of the 
Office of the Comptroller General and also the Comptroller General himself. 
I have read many of their reports; and, as I said the other day, and as I told 
the Comptroller General, they have restored my faith in the absolute impartiality 
and dedication to the public service on the part of Government career men; and 
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I respect their devotion to that service. In my opinion, the Comptroller General 
and the staff have done a magnificent job in the documentation of the case. 

The question I wish to ask is this: In view of the newspaper discussion of 
this matter and in view of the fact that announcement has been made that the 
joint committee will hear Mr. Young, does the Senator from Delaware agree 
with me that now the only fair course of action we can follow is to ask that 
the hearings before the Banking and Currency Committee no longer remain execu- 
tive hearings, but that the report of the Comptroller General now be made avail- 
able to the public, for I believe that with that report before the public, the public 
will for the first time be able to judge whether Mr. Young’s replies are meritorious. 

Mr. Wriitams. Mr. President, I think the Senator from Oregon is correct. 
Likewise I do not find fault with the Banking and Currency Committee in what 
it did. 

Unfortunately, there have been inferences to the effect that perhaps there has 
been something shady in the case of the actions of all dollar-a-year men. I think 
such an inference is most unfortunate. Iam sure that among that group we shall 
find—just as we find in our lodges, individual churches, and associations—certain 
men who do go wrong; and, of course, they should be called to task. But at the 
same time we should not lost sight of the fact that the overwhelming majority 
of the dollar-a-year men have come to Washington and have served the Govern- 
ment at great sacrifice to themselves. They as well as the overwhelming major- 
ity of all Government employees try to do an honest and efficient job. 

Certainly we need their advice, but unless we provide some protection for them, 
we shall not be able to obtain their services. However, at the same time, we 
must guarantee to the American people that we are not sitting back and saying 
that just because these men are “big” we will not criticize anything they do. If 
they do a good job, they should be complimented. If not, they should be called 
to account by specific cases, not as a group. 

Mr. Morse. Mr. President, will the Senator from Delaware yield further to me? 

Mr. WILLIAMS. I yield. 

Mr. Morse. The Senator from Delaware has expressed views which I share. 
If there is any difference between us—although I do not know that there is— 
it will be over the principle of the Morse amendment, which simply provides 
that for obtaining the services of these men for the Government in advisory and 
consulting capacities, but that they not be placed in policymaking, administrative 
positions; that, instead, a career man be placed over the staffs, so that the deci- 
sions regarding policymaking and administrative direction shall be made by paid 
employees of the Government, and these other men shall be brought in to advise 
and consult and give us the advantage of their points of view. 

I think such appointments can be surrounded with all the prestige and honor 
necessary to make it possible for the Government to secure the services of such 
men, and without adopting a procedure which always presents the danger of 
abuse. I think the abuses have been relatively few but I do not believe we have 
adopted a procedure which prevents such abuse. 

Mr. WILLIAMS. Mr. President, before the Senator from Oregon entered the 
Chamber, I had submitted an Executive order which was issued by former 
President Truman, after the Defense Production Act was passed, at which time 
the administration provided that the agencies could call in such nonpaid per- 
sons; but it was also spelled out very clearly that they were not to be exempted 
from the application of certain criminal statutes, if in their official capacity they 
negotiated contracts with concerns in which they had any interest whatsoever. 

In my opinion, in the case of these persons, there is a moral and a legal obliga- 
tion—it matters not whether they are paid or are not paid by the Government— 
not to use their connection with the Government to enrich themselves or their 
companies. They should disassociate themselves from any negotiations with a 
company with which they are affiliated. Certainly, that is the intention of the 
law, as I understand it. 

Mr. Morse. I agree. 

Mr. WILLIAMS. Mr. President, I hope Mr. Young can clear up this situation. 
Next, I wish to discuss the contract involving the Mid-Continent Mining Corp., of 
St. Paul, Minn. 

Mr. President, I ask unanimous consent to have printed at this point in the 
Record, a summary of this contract and advance payments. 

There being no objection, the summary was ordered to be printed in the Record, 
as follows: 
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*“Mip-CONTINENT MINING CORP. 


“Howard I. Young, president, director, and a substantial stockholder of 
American Zinc, Lead & Smelting Co., was also Deputy Administrator of the 
Defense Materials Procurement Agency (DMPA), later the Defense Materials 
Division, Emergency Procurement Service (EPS), General Services Administra- 
tion (GSA). American Zinc, Lead & Smelting Co. operated smelters to produce 
zine from concentrates obtained from various producers. 

“Maynard F. Clough, of St. Paul, Minn., is president, director, and controlling 
stockholder of Mid-Continent Mining Corp., organized to acquire a lease on a 
mine that previously was operated to produce concentrates from zinc carbonate 
ores. When the lease was acquired only zine sulfide ores remained, which were 
less valuable and more difficult to reduce to metallic zine. 

“In December 1951 Mr. Clough, at Mr. Young’s suggestion, applied to DMPA 
for a floor-price contract and financial assistance to construct and operate the 
mine and concentrating mill. DMPA employed Robert 8S. Butler, a mining engi- 
neer, on Mr. Young’s recommendation. His first assignment was to report on the 
Mid-Continent application. 

“Even though Bureau of Mines engineers had reported adversely on the techni- 
cal and economic feasibility of the Mid-Continent proposal, Mr. Butler recom- 
mended a floor-price contract for 7,400 tons of metallic zinc; an advance of 
$500,000 to equip ‘the mine and construct a concentrating mill, with production to 
repay the advance; and concluded that Mid-Continent was competent to complete 
the project. Prior to completion of his report, Mr. Butler had been offered by 
Mr. Clough and with Mr. Young’s approval, a position at twice his Government 
salary as superintendent at Mid-Continent. 

“Because of adverse reports on Mid-Continent’s financial condition, Mr. 
Clough’s past business record, the marginal character of the Alice mine, and as 
zinc Was no longer in short supply, key DMPA officials opposed financial aid to 
promote this venture. However, Mr. Young prevailed upon DMPA to finance Mid- 
Continent and contract to purchase zinc above the market price. 

“A contract was executed August 21, 1952, retroactive to July 16, 1952, between 
DMPA and Mid-Continent to purchase 7,400 tons of slab zinc at a subsidized 
price of 16 cents per pound and to guarantee a bank loan of $325,000. Mid- 
Continent was to produce zine concentrates and arrange for smelting, provide 
capital or credit of $75,000 for additional facilities if expansion cost exceeded 
$325,000, obtain a loan not to exceed $325,000 from a bank or financial institu- 
tion to construct and equip a concentrating mill of not less than 400 tons per 
day capacity. 

“American Zine contracted on July 21, 1952, to purchase and smelt Mid-Con- 
tinent’s zine concentrates; to sell slab zine under Mid-Continent’s contract to 
the Government or in the open market for its account, to provide $75,000 if the 
$325,000 borrowed through DMPA was insufficient to complete the proposed mill. 

“Mr. Clough applied for a loan with the Mercantile Trust Co. of St. Louis at the 
suggestion of Mr. Young, a member of its board of directors. DMPA failed to 
prevail upon the bank and Federal Reserve of St. Louis to forego its usual in- 
vestigation, formal report, and recommendations, and the loan application was 
Withdrawn. A loan application was pending with the First National Bank of 
St. Paul, which insisted that Mr. Clough divest himself of stock control and 
disassociate himself from the management of Mid-Continent. Mr. Clough trans- 
ferred his stock to his wife, but continued in control. Detailed safeguards and 
precautions Were established during the use of borrowed funds guaranteed 100 
percent by DMPA, but this application was withdrawn in September 1952 be- 
cause Government financing was available. 

“The contract between DMPA and Mid-Continent was amended October 2, 
1952, to provide for a Government advance of $325,000. No explanation has been 
found to justify a Government advance under the Defense Production Act of 
1950 where Government-guaranteed private financing was available. ‘This money 
was spent without completing the plant and leaving substantial debts. 

“Safeguards recommended by DMPA officials to protect the interest of the 
Government in financing the venture were not adopted and controls to insure 
performance of the contract were not installed. 

“Mid-Continent could not obtain electric power and was obliged to install 
an electric powerplant at an unanticipated cost of about $120,000. The contract 
provided for a concentrating mill of the capacity of approximately 400 tons per 
day, but Mr. Clough purchased equipment from Mr. Young’s company for a mill 
of 1,200 tons capacity at an additional cost of approximately $60,000. 
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“Because of wasteful and inefficient administration, Mid-Continent was unable 
to complete the mill. Mr. Clough applied May 12, 1953, for an additional advance 
of $75,000. Based on reports by American-Zinc engineers, its contract-negotiation 
division, and its mining engineer, V. A. Brussolo, DMPA refused further financial 
assistance. Mr. Brussolo found that the mine contained appreximately 190,000 
tons averaging 2.5 percent zine content and estimated that an additional $240,000 
would be required to put the mine in operation. His report conflicted with 
earlier representations by Mr. Clough, who estimated that $75,000 would suffice. 
American Zine refused to honor its $75,000 commitment to Mid-Continent. 

“Mr. Clough alleged bias and prejudice by DMPA and GSA officials in refusing 
the advance. At the request of GSA the matter was fully reviewed by Judge 
W. Calvin Chesnut, who rendered an opinion on November 10, 1953, that the 
Government was under no legal, equitable, or moral obligation to provide further 
financial assistance to Mid-Continent. 

“Notwithstanding this opinion, GSA negotiated with Mr. Clough for settlement 
of various claims related to construction at the mine for amounts in excess of 
$100,000. The General Accounting Office has advised GSA that svecifie siatutory 
authority would be required to relinquish contractual rights vested in the 
Government. 

“The facts show that DMPA decisions on the technical propriety of the project, 
the financial responsibility and integrity of the company’s management, and the 
necessity for the project were not in the best interest of the Government in its 
zine program but were influenced by Mr. Young and his interest in Mr. Clough.” 

Mr. Wii.1AMs. Mr. President, I now ask unanimous consent to have printed 
in the Record 2 memorandums, 1 dated December 31, 1951, signed by Mr. R. A. 
Young, and the second memorandum dated January 31, 1952, prepared for Mr. 
Howard A. Young as Deputy Administrator, both dealing with the Mid-Continent 
contract. 

There being no objection, the letters were ordered printed in the Record, as 
follows: 

AMERICAN ZINC COMPANY OF ILLINOIS, 
St. Louis, Mo., December 14, 1951. 
Mr. MAyNaArp F. CLouenH, 
Care of Mr. Jas. E. Bacon, 
Washington, D. C. 


Dear Mr. CLroueH: Confirming my telephone conversation with you and Mr. 
Bacon, I understand you are entering into a contract with DMPA under which 
you will produce some 30,000 tons of zine concentrates assaying approximately 
60 percent zinc, from which will be recovered approximately 15,000 tons of slab 
zine. 

This letter will confirm my advice to you that if you execute with the Defense 
Materials Procurement Agency the floor purchase contract, which gives them the 
option of taking any part of the slab zine produced during your contract and 
provides further that you may, at any time, call upon them to take all of the 
metal produced from your concentrates at a price of 19.5 cents per pound 
should the open market price become lower, we will enter into a contract with 
you to take your entire zinc concentrate production making the metal available 
to the Government under the terms of your contract. 

The mechanics of accomplishing this will be as follows: 

We will make a contract to purchase your concentrates based on the “going” 
market price of zinc, with a minimum settlement price to you of 19.5 cents. We 
will include in this contract a clause that if the Government calls on you to sell 
to them metal at the market price, we will sell them the resultant metal from 
your concentrates. If the open market price goes below 19.5 cents per pound, 
you would agree to invoke your right to ask the Government to take the result- 
ant metal at 19.5 cents and the Government would purchase such metal from 
us at this price. 

If you are successful in arriving at terms with the Government and can fur- 
nish us with a copy of the proposed letter of intent between you and them, we 
will then give to you a formal contract embodying the foregoing provisions. 

Very truly yours, 
R. A. YounGc, Vice President. 
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“JANUARY 31, 1952. 
“Mr. Howarp A. Youne, 
“Deputy Administrator, 
“Max MEDLEY, 
“Comptroller. 
“Mrp-CONTINENT MINING CorpP. : 


“‘Lou Brooks, of my staff, has brought to my attention a proposed contract with 
the subject corporation covering the production of zinc which contemplates a 
$400,000 advance for construction of facilies. 

“An analysis of the balance sheet of this company as of January 25, 1952, indi- 
cates current assets of approximately $3,516 and fixed assets of $885,208, for a 
total of $888,724. Included in the fixed assets of the corporation is an item “Alice 
Mine Reserves (estimated) $875,000.” This item apparently represents an esti- 
mated value of undeveloped reserves under lease and does not represent tangible 
fixed assets value upon which to develop financial evaluation. The liabilities of 
the corporation amount to about $35,152, of which approximately $32,350 repre- 
sents loans from corporate officers. The “estimated” net worth of the corporation 
is indicated at $853,571. If the Alice Mine reserves estimated valuation of $875,- 
000 is eliminated from the assets of the corporation, which, in my opinion, should 
be done, the corporation shows a deficit position of some $21,400. 

“TI understand this corporation was formed in April 1951 for the express pur- 
pose of developing this project. It is needless for me to say that the degree of risk 
in advancing $400,000 to a corporation of this type is extraordinary. I also 
understand that the zine situation is such that there is no critical shortage of 
supply and, in fact, the stockpile objective has been met. 

“T am informed that the American Zinc, Lead & Smelting Co. will guarantee 
working capital to the extent of $100,000 to finance operational costs of this 
project and will perform the smelting and refining of the ore to be produced from 
the ore bodies covered under this project. 

“If the balance sheet of the Mid-Continent Mining Corp. reflects the true finan- 
cial condition of the corporation, then it would seem that any needed financing 
could be easily obtained through established banking channels. If this is not 
feasible and the real value of the undeveloped reserves approaches the amount 
included on the corporation’s balance sheet, then a guaranteed loan would seem 
to be a more appropriate method of financing rather than an outright Government 
advance. As you realize, the guaranteed loan rates provide us with expert 
analysis of the risk involved by the Federal Reserve bank for the district in which 
the properties are located, which, in my opinion, surpasses the adequacy of the 
financial analysis facilities immediately available to us here. 

“It would appear that this would be the most prudent and businesslike way in 
which to proceed. In addition, the use of the guaranteed loan technique has its 
budgetary advantages since it does not require the advancing of Government 
capital since it results in the utilization of private capital already in circulation.” 

Mr. WiLtiAms. Mr. President, I next ask that a memorandum dated July 21, 
1952, showing the connection between Mid-Continent and American Zine Com- 
pany of Illinois—a subsidiary of American Zinc, Lead & Smelting Co.—bve incor- 
porated in the Record at this point. 

There being no objection, the memorandum was ordered to be printed in the 
Record, as follows: 

AMERICAN Zinc CoMPANY OF ILLINOIS, 
St. Louis, Mo., July 21, 1952. 
Mr. MAYNARD CLOUGH, 
President, Mid-Continent Mining Corp., 
West Plains, Mo. 

Dear Mr. CLoucH: We have this day entered into a contract with you for the 
purpose of zinc concentrates from your property near West Plains, Mo. We 
understand you have entered into a contract with the United States Govern- 
ment whereby the Government is to make available to you up to $325,000 for 
capital investment in your venture. 

This is to inform you that if the $325,000 is not sufficient to provide you with 
the funds needed for your capital investment in the venture, that we will, upon 
request by you, after you have fully expended the $325,000 received from the 
Government for capital investment, advance to you up to $75,000, as cash or 
credit, to be used for the same purpose and/or working capital. 

This $75,000 will be evidenced by promissory notes which will bear interest 
at 6 percent per annum and will be payable in full not later than 2 years after 
date. 
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When you begin production of concentrates we will deduct from funds due you 
on each dry ton of concentrates delivered to us under our contract with you, 
$5 per short dry ton which shall be credited toward any advances made by us to 
you in line with the terms of this letter. 

It is understood that you may, at any time, pay us sums over and above the 
$5 per ton of concentrates and may pay the loan in full at any time you desire 
prior to the due date above stipulated. 

It is understood that none of the interested parties will withdraw any funds 
as corporate officers and /or dividends from the operation until such sums are paid 
in full. 

Very truly yours, 
AMERICAN Zinc COMPANY OF ILLINOE , 
By R. A. Youne, Vice President. 

Accepted : 

Mip-ConTINENT MINING Corp., 
By Maynarp F. CLoueH. 


Mr. WiLtt1AMs. Mr. President, altogether Government advances totaling $325,- 
000 were made to this company, even though certain DMPA and GSA officials 
objected because the financial condition of the company was bad and the zinc 
situation was no longer critical. Due to failure of this project, the Government 
lost this money and stands to lose $100,000 or more by reason of proposed GSA 
settlements to which the Acting Comptroller General has objected. I incorporate 
this correspondence in the Record because I think Mr. Young, when he comes 
before the committee, should explain this correspondence with the companies 
with which he was affiliated, and from which he was drawing $80,000 a year. 
I think he should explain just how he reconciles the correspondence with his 
statement that he did not have any knowledge of the contracts which were 
being negotiated. 

The third contract—which I shall later discuss—is the one dealing with the 
MacArthur Mining Co., Inc., Baxter Springs, Kans., and point out the connec- 
tion of this company with the American Zinc, Lead & Smelting Co., but first I 
call attention to this record which shows how Mr. Young was involved through- 
out this Mid-Continent contract. 

The loan and contract had been rejected at various levels as unnecessary. 
Yet it seems that a new employee, Mr. Robert S. Butler, a mining engineer, was 
sent upon Mr. Young’s recommendation to reinvestigate the application. Dur- 
ing the course of the investigation, Mr. Maynard Clough, of St. Paul, Minn., 
president of the company, apparently offered this Government agent a position 
with his company at twice his Government salary after the report was finished. 

The implication is that Mr. Young knew about that and approved the offer. 
The offer of employment was subsequently rejected because it was pointed out 
that criticism could develop in the agency if such procedure were followed. 

Nevertheless the offer was made, and, whether or not as a result of it, a favor- 
able report was received. The company, whose request had previously been re- 
jected, was given an advance of $325,000. All of that has been lost by the Gov- 
ernment. 

This particular company had a contract with the American Zine Co., of which 
Mr. Young was president, to handle the future output. I have inserted a series 
of correspondence pointing out the connection with Mr. Young and his company 
in this transaction. 

I now discuss the case involving the MacArthur Mining Co., Inc., with respect 
to which I think Mr. Young should likewise be put on notice. I ask unanimous 
consent that the background information with respect to this case be incorpo- 
rated in the Record at this point, along with an explanation of the operations 
describing that particular transaction. 

There being no objection, the statements were ordered to be printed in the 
Record, as follows: 


“MacArRTHUR MINING Co., INC. 


“Certain officials of DMPA and other agencies objected to an advance of Gov- 
ernment funds to this company because its financial condition was bad and the 
national zinc supply had greatly improved. However, $45,000 was advanced to 
the company to expand its production of zine ore. The advance was dependent 
upon a smelting agreement with the American Zine Co., of Illinois, a wholly 
owned subsidiary of American Zinc, Lead & Smelting Co. The Government’s op- 
tion to take delivery of slab zine was never exercised but the agreements did 
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assure the American Zine Co. a source of supply for zine concentrates. About 
600 tons of slab zine were produced. The MacArthur Co. was insolvent and in 
the receivership proceedings that followed DMPA was unable to recover any of 
the advance. 





“SUMMARY OF REPORT 


“The MacArthur Mining Co., Inc., filed an application on December 11, 1950, 
with the Department of the Interior, Defense Minerals Administration, for a loan 
of $60,000 to increase its production of zinc-bearing ore from the property known 
as the MacArthur Mine located near Baxter Springs, Kans. The application was 
referred to the United States Geological Survey, Department of the Interior, 
whose field team, after a survey of the mine, reported it could not improve the 
program suggested in the application, but presented an alternate plan of opera- 
tions which included a favorable recommendation on the application of the loan. 

“When the case was sent to the Reconstruction Finance Corporation for a 
credit investigation, an unfavorable report resulted stating the loan should be 
denied in view of the weak financial condition of the MacArthur Mining Co. 
However, the Defense Minerals Administration recommended favorable action on 
this loan to Defense Production Administration under section 302 of the Defense 
Production Act of 1950, but before the loan was approved, the method of process- 
ing the application came under the Defense Materials Procurement Agency and 
the General Services Administration. The MacArthur Mining Co. then filed 
another application requesting an advance of $45,000 against production of zinc 
ore under a contract to be negotiated with the Defense Materials Procurement 
Agency. 

“The Comptroller’s office, General Services Administration, indicated that the 
application should be rejected in view of the financial situation of the MacArthur 
Co., and the fact that its president would not agree to certain conditions 
considered essential to making this advance. However, the Defense Materials 
Procurement Agency continued the negotiations and on December 4, 1951, entered 
into a contract with the MacArthur Mining Co., although information in the files 
shows that zine was not in short supply. 

“This contract contained an option for the sale of slab zinc to the Government 
and provided for an advance of $45,000 to assist the MacArthur Mining Co. in 
doubling its production of zinc-bearing ore. 

“As a prerequisite for the advance, the Comptroller, General Services Admin- 
istration, required the MacArthur Mining Co. to enter into an agreement with the 
American Zine, Lead & Smelting Co. of St. Louis, or another company mutually 
satisfactory to the Government and MacArthur, under which the American Zine, 
Lead & Smelting Co., or such other company, was to purchase zine concentrates 
from the MacArthur Mining Co., and act as agent for the MacArthur Mining Co. 
when slab zine was sold to the Government. Although other large smelters were 
located nearer the MacArthur Mine, the required agreement was later entered 
into between the MacArthur Co. and the American Zine Co. of Illinois, a sub- 
sidiary of American Zinc, Lead & Smelter Co. of St. Louis. Howard I. Young, 
Deputy Administrator of the Defense Materials Procurement Agency, was presi- 
dent and one of the principal stockholders of the American Zine, Lead & Smelting 
Co. of St. Louis, owner of all the outstanding stock of the American Zine Co. of 
Illinois. 

“Negotiations for the agreement between the MacArthur Co. and the company 
controlled by Mr. Young had been settled prior to the date of the Government 
contract. Under its agreement with the MacArthur Mining Co., the minimum 
inerease in the gross sales of slab zine of the American Zine Co. would have 
amounted to $525,000, with a probable increase in gross sales of more than 
$700,000. 

“In May 1952 the mine was operating only at the break-even point. Due to the 
lack of proper machinery, and difficulties encountered in trying to open an addi- 
tional shaft, the rate of production declined in April and May of 1952. The 
market price of zinc also dropped from 19% to less than 16 cents a pound in June 
1952 and, as a result, the MacArthur Mining Co. was unable to continue 
operations. 

“The Beck Mining Co., under an agreement with MacArthur Co., took control 
and tried to make arrangements with the creditors to keep the mine operating. 
However, the plan proved unsatisfactory and on June 27, 1952, the United States 
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district court appointed a receiver for the MacArthur Mining Co. 
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“Auditors from the General Services Administration examined the financial 
records of the MacArthur Co. in July 1952 and found that the company was. 
insolvent on June 28, 1952, and also on November 30, 1951, prior to the date the 
Government made the advance payment of $45,000 on December 12, 1951. 

“Due to the low price of ore, the court-appointed receiver discontinued opera- 
tions and had the plant dismantled. On November 30, 1953, the court found that 
the assets of the MacArthur Mining Co. consisted of $10,548.81, plus a potential 
claim against the United States in connection with other mining operations 
conducted during World War II. Since the Director of Internal Revenue and 
the State of Kansas had preferred claims for taxes in excess of the value of the 
assets, the Defense Materials Procurement Agency did not receive any puyment 
on the advance. 

“The Government’s loss of the entire amount of the advance is directly attribu- 
table to the persistence of the Defense Material Procurement Agency to pursue 
the project, at a time when the emergency need no longer existed and notwith- 
standing the adverse financial reports furnished by the General Services Admin- 
istration and the Reconstruction Finance Corporation. 

“During the processing of the loan application, RFC recommended disapproval 
of the loan application for $60,000 of the MacArthur Mining Co., und Louis 
Brooks of the Comptroller’s office, GSA, reported that the financial condition and 
prospects of this company were such that repayment of an advance of $45,000 
was doubtful. Also, Gunnard E. Johnson, Acting Chief, Lead-Zine Branch, 
DMA, recommended denial of the loan to the company because of the findings of 
the Geological Survey field team and the RFC examiner. 

“The first two reports were made on the basis of a financial analysis of the 
company from a credit standpoint, taking into consideration its existing indebted- 
ness, working capital position, estimated profit margin, proven efficiency of 
operations, and other factors which would reflect the ability to repay an advance 
of funds or a loan. In making the advance of $45,000, DMPA disregarded the 
findings made in these reports. 

“The only report found that was favorable to the loan for the MacArthur 
Mining Co. was issued by the region 6 field team, United States Geological Survey 
(exhibit 2). This report set forth an alternate plan which showed that if all 
the indicated ore were mined at an estimated cost, made j«ossible by the 
installation of certain mechanical equipment, the company could repay a loan 
of $60,000 and still show a profit. As a basis for advancing «redit this repert 
was of little value, since consideration was not given to the financial position: 
or other information concerning the company essential to establish the risk 
involved in advancing it funds. Actually, the audit later made by GSA (exhibit 
15, p. 4), showed that the company was insolvent on November 30, 1951, just 
prior to the time the advance was received by it in December 1951. Furthermore, 
the report of the field team clearly shows that in the calculation of the estimated 
profit, on which the loan approval was based, no provision was made for a 
decline in the price of zine, or for other contingencies. The recommendation for 
the loan was made on the assumption that a guaranteed price of $115 a ton for 
60 percent zinc concentrates would apply to all production, whereas the DMPA 
contract was applicable only to the production in excess of the average daily 
rate, or one-half of the ore to be produced. It was evident that in a marginal 
operation of this type a drop in the price of zine or an unexpected increase in 
production costs would force the company out of business. 

“The evidence shows that the financial standing of this company did not 
warrant an advance of funds. Furthermore, it is not apparent that the need 
for zine was so great at that time that it was necessary, or even intended, under 
the Defense Production Act of 1950, for the Government to assume the risk 
inherent in furnishing financial assistance to this company. It appears that 
under normal procedure, the contract and advance payment made in this case 
could not have merited the approval of DMPA. 

“At the time negotiations were going on between DMPA end the MacArthur 
Co. for the contract providing for the advance of Government funds, this com- 
pany was also conferring with the American Zinc Company of [llinois in respect 
to a tie-in agreement which would enable the MacArthur Co. to deliver slab zine 
to the Government, if so required, under its contract with DMPA. Howard I. 
Young, Deputy Administrator of DMPA, was also the president and a principal 
stockholder of the company which owed all the outstanding stock of the American 
Zine Company of Illinois.” 

Mr. WILLIAMS. I likewise have a series of correspondence between the agen- 
cies, some of which Mr. Young was affiliated with, along with certain memo- 
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randums to Mr. Young. I ask unanimous consent that they be incorporated in 
the Record at this point. I shall ask that the series of correspondence showing 
Mr. Young’s and his companies’ connection with the contract be incorporated 
in the Record. 

There being no objection, the correspondence was ordered to be printed in 
the Record, as follows: 

UNITED STATES GOVERNMENT, 
November 3, 1951. 

To: Mr. John Ford. 
From : Howard I. Young. 
Subject : MacArthur Mining Co, 


Is there any good reason for the delay that has occurred in connection with 
the MacArthur application for loan. The original application was received in 
September 1950 and the final agreement has not yet been prepared. 

I hope you can expedite this so that we may advise MacArthur definitely 
whether we are going to give them the assistance we need. 

Howarp I. Younes. 


AMERICAN ZINC COMPANY OF ILLINOIS, 
November 27, 1951. 
MACARTHUR MINING Co., 
Batter Springs, Kans. 


GENTLEMEN : This is to confirm our understanding that beginning February 1, 
1952, and continuing through March 31, 1954, you will sell to our company 250 
tons of zine concentrates per month. The price which we will pay you for these 
concentrates will be $117.50 per short dry ton, 60 percent basis, with usual grade 
adjustments, in bins, at your property. Should the Eagle-Picher Central Mill 
price for concentrates week of shipment from your mine by us be in excess of 
$117.50, we shall settle with you on the higher price. 

If you give us 30 days’ notice prior to shipment of concentrates, we will agree 
to sell and deliver to the General Services Administration, in the month fol- 
lowing month of shipments of concentrates from your mine, 1 ton of prime 
western zine metal for each 2 tons of zine concentrates which you sell and de- 
liver to us during such month. - This sale will be made only if General Services 
Administration exercise their option in your contract with them to buy such 
metal. 

At any time that the East St. Louis price goes below 17.50 cents per pound, 
General Services Administration will buy from American Zine 1 ton of prime 
western slab zine for each 2 tons of concentrates sold by you to us up to 125 
tons of prime western metal a month on the 17.50 cents basis. 

If you will be kind enough to sign and return the attached copy of this letter 
and also have General Services Administration place their approval and ac- 
ceptance on it, this would serve as a contract between us. 

Very truly yours, 
AMERICAN ZINC COMPANY OF ILLINOIS. 
By R, A. Youne, Vice President. 

Accepted : 

MacArtTHUR MINING Co. 

Approved and accepted : 

GENERAL SERVICES ADMINISTRATION. 


“DECEMBER 10, 1951. 
‘Mr. JOHNSTON RUSSELL, 
“Director, Defense Accounts Division, 
“PHIL JORDAN, 
“Director, Credit and Finance Division, MacArthur Mining Co.: 


“There are attached for your action and records the following documents per- 
taining to the above-cited letter agreement dated December 4, 1951: 

“1. The original and one executed copy of any agreement between the Comp- 
troller, GSA, and the company, dated December 5, 1951, giving the terms and 
conditions under which the advance payment will be made. 

“2. One executed copy of an agreement between the company and the Baxter 
State Bank, dated November 26, 1951, pursuant to the requirement of paragraph 
6 of the agreement referred to in paragraph 1 above. 
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“3. One executed copy of an agreement between the company and the Ameri- 
ean Zinc Company of Illinois, dated December 6, 1951, pursuant to the require- 
ment of paragraph 7 of the agreement referred to in paragraph 7 of the agree- 
ment referred to in paragraph 1 above. 

“4. One executed copy of an assignment of lease of the MacArthur mine by 
the company, dated December 6, 1951, pursuant to the requirement of para- 
graph 9 of the agreement referred to in paragraph 1 above. 

The original of a request for advance of $45,000, dated December 6, 1951, 
pursuant to the requirement of paragraph 4 of the agreement referred to in 
paragraph 1 above. 

“6. One copy of an interest-bearing demand note from the company, dated 
December 12, 1951, pursuant to the requirement of paragraph 4 of the agree- 
ment referred to in paragraph 1 above. 

“The above-described documents are in satisfactory form, and Mr. John Ford 
has approved the disbursement of the advance. Accordingly, it is requested that 
you advance $45,000 to the MacArthur Mining Co., box 356, Baxter Springs, Kans., 
making the payment effective December 12, 1951, if possible.” 

Mr. WILLIAMS. Without taking the time of the Senate to read the entire cor- 
respondence, I refer briefly to only one letter, a letter dated December 10, 1951, 
which was forwarded to the director of the Defense Accounts Division, with 
which was enclosed “one executed copy of an agreement between the company 
and the American Zine Co. of Illinois, dated December 6, 1951, pursuant to the 

requirements of paragraph 7.” 

I call attention to this as ‘an indication that the MacArthur Mining Co. was 
required first to make a contract with Mr. Young’s company before receiving a 
xyovernment order. 

Mr. President, I say again that certainly there is a question which is raised 
that perhaps Mr. Young did have something to do with the awarding of the 
contracts and that there may have been some collusion or some conflict of in- 
terest. At the same time, if there are any other men—whether they be dollar-a- 
year men or other officials of the Government—who are in this position they 
should be called to the attention not only of Congress but also of the American 
people. They should also be called to the attention of the Department of Justice 
if some wrongdoing is discovered. 

If we have any reason at all that there is a conflict of interest on the part of 
any official we should be specific. Unless we can do so, it becomes all of us to 
withhold our blanket indictment of the dollar-a-year men as a group. 

In this case we have a man holding a high position negotiating contracts in- 
volving companies from which he was drawing salaries and fees of approximately 
$80,000 per year. Furthermore, these contracts and advance payments were 
approved by him over the objections of other agency officials. 


Senator Capenart. The committee voted unanimously this morn- 
ing to release the whole business to the press tomorrow morning and 
now it discovers that all we need to do is simply state to this reporter 
that he has the authority to sell these reports to any newspaper or any- 
body else who wants to buy one for release 9: 30 ‘tomorrow morning. 

Chairman Brown. Yes. 

Senator Carpenart. That includes the executive sessions today and 
last. week. 

Mr. Warren. Do the members want individual copies of the tran- 
script ? 

Senator CaprHarr. I recommend that we have them. I make a 
motion that every member of this committee be furnished with a copy. 

Chairman Brown. Without objection, that is approved. 

Senator Carenart. And the reporter be given the right to sell at 
his regular price to anybody who wants to buy a copy. 

Mr. Warren. And of the previous executive session also, 

Senator Caprnarr. Yes. 

Chairman Brown. The meeting is recessed. 

(Whereupon, at 5 p. m., the committee recessed, subject to the call 
of the Chair.) 
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WEDNESDAY, JULY 27, 1955 


CoNGRESS OF THE UNITED STATEs, 
Jornt CoMMITTEE ON DereNnseE Propuction, 
Washington, D. C. 


EXECUTIVE SESSION 
(Made public by direction of the committee, July 27, 1955) 


The Joint Committee on Defense Production met, pursuant to call, 
at 9:40 a. m., in room 301, Senate Office Building, Washington, D. C., 
Representative Paul Brown (chairman) presiding. 

Present: Representative Paul Brown; Senators Robertson, Spark- 
man, Capehart, and Bricker; Representative Henry O. Talle. 

Also present: Harold J. Warren, clerk and counsel; A. E. Pierce 
and Robert J. Wilson, of the professional staff; Howard I. Young; 
John Lane, counsel to Mr. Young; Jess Larson, attorney; Albert H. 
Greene, attorney; John Griffiths, cocounsel to Mr. Young; John 
Liebert, former executive assistant to Mr. Young, now executive assist- 
ant to Felix Wormser, Assistant Secretary of the Interior; Jerome 
Powell; Joseph Campbell, Comptroller General; Frank H. Weitzel, 
Assistant Comptroller General; William L. Ellis, Chief, Office of 
Investigations, Office of Comptroller General; Charles E. Eckert, 
legislative attorney, Office of the Comptroller General; David M. B. 
Lambert, legislative attorney, Office of the Comptroller General. 

Chairman Brown. The committee will come to order. 

The Joint Committee on Defense Production met in executive session 
on July 6, 1955, to hear representatives from the General Accounting 
Office on certain Defense Production Act contracts, and related mat- 
ters. Among the contracts discussed were the agreements entered 
into between the Defense Materials Procurement Agency and the 
Mid-Continent Mining Corp.; the MacArthur Mining Co., Inc.; and 
the W. M. & W. Mining Co., Tie. 

On the date of the first hearing the committee voted to invite Mr. 
Howard I. Young and representatives of the General Accounting 
Office to meet with the committee at a convenient time, Mr. Young 
having been the Deputy Administrator of the Defense Materials Pro- 
curement Agency from 1951 to 1953. This second meeting was held 
on July 14, 1955. Mr. Jess Larson, who was Administrator of DMPA 
during this period, and Mr. Albert H. Greene, counsel for DMPA 
at that time, also were present. 

At the conclusion of the second hearing it was suggested that there 


may have been honest differences of opinion on certain points which 
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could possibly be cleared up between Mr. Young and representatives 
of the General Accounting Office. It is my understanding that such 
meetings have been held, and since the date for adjournment of Con- 
gress is near, it was thought that this meeting should be held to dis- 
cuss the progress w hich has been made since the July 14, 1955, hearing. 

Senator Carenart. Mr. Chairman, since this is an executive session, 
I think we ought to get these gentlemen identified. 

Mr. Warren. I think all of them have been invited either by Mr. 
Young or by the General Accounting Office. 

Senator Carenarr. Will the General Accounting people stand up. 

Mr. Young, do you have some people here ? 

Mr. Youne. The only party we have invited is Mr. Barshell, the 
secretary and comptroller of the Western Machinery Co. 

Senator Carrnarr. Who is the other one? 

Mr. Youne. Mr. Liebert. He was my executive assistant over in 
DMPA when I served there, and he is now executive assistant to Mr. 
Felix Wormser, Assistant Secretary of the Interior. 

Mr. Lane. There are also present John Griffiths, cocounsel to Mr. 
Young; Jess Larson, attorney; Albert H. Greene, attorney; and 
Jerome Powell. 

Senator CapeHart. How many members are here from the General 
Accounting Office ¢ 

(There was a show of hands. ) 

Chairman Brown. All right; read your report. 


STATEMENT OF HOWARD I. YOUNG, ACCOMPANIED BY JOHN T. 
LANE, COUNSEL—Resumed 


Mr. Lane. My name is John T. Lane. I am attorney for Mr. 
Howard Young. 

At the adjournment of this committee’s hearing on July 14, Mr. 
Chairman, the committee requested that we meet with representatives 
of the General Accounting Office for the purpose of reconciling the 
discrepancies between statements made in their ree and investiga- 
tions of Mr. Young, and Mr. Young’s testimony before this committee. 

We wish to inform the committee that we have endeavored in the 
best good faith to comply with the committee’s request. Our discus- 
sions, indeed, began in the committee room immediately after adjourn- 
ment of the last hearing, and have continued up to this time. We have 
met with GAO on 4 occasions in the intermediate period, and on 2 of 
those occasions Mr. Young was present. I was present on all occasions. 

Our discussions involved approximately 1814 hours of time, and 
6014 man-hours. 

During this period any and all readily available information and 
materials GAO had requested of us had been made available to 
them, and we made it plain that any facts or information within our 
knowledge were at their disposal. 

We have also sought to demonstrate to them a number of errors 
of omission or commission in their report as it relates to Mr. Young 
personally. 

Nevertheless, in spite of these earnest efforts on our part, we regret 
to have to report to the committee that the purpose of these talks 
has not been accomplished. 











DEFENSE PRODUCTION ACT 127 


We must further report to the committee that in our considered 
judgment this reconciliation effort between Mr. Young and the Gen- 
eral Accounting Office cannot be expected to prove ‘helpful to the 
committee, and i in our opinion is grievously unfair to Mr. Young. 

Our reasons for this conclusion include the following: 

No. 1, our talks with GAO representatives have provided us with 
no evidence that they are interested in an impartial and unbiased 
determination of all the facts. On the contrary, since Mr. Young 
challenged the GAO reports before this committee 

Chairman Brown. Read that again, please. 

Mr. Lane. I said, Mr. Chairman, that our talks with the GAO 
representatives have provided us with no evidence that they are in- 
terested in an impartial and unbiased determination of all the facts. 

To the contrary, Mr. Chairman, since Mr. Young challenged this 
report before this committee, it has seemed clear to us that the prin- 
cipal effort of the GAO has been to justify its report rather than 
to find out all of the true facts bearing upon its erroneous and mis- 
leading allegations respecting Mr. Young’s activity, which of course 
should have been fully determined by them before the report was 
made in the first place. 

This, we believe, has been demonstrated in part by their sharp 
challenge and extensive investigation throughout the country of all 
the information and data favorable to Mr. Young, which tended to 
refute the passages of their report; and two, their decision to neither 
accept nor reject for inclusion in their report a new subject matter 
suggested by us which favored Mr. Young. 

We were astounded to be told that Mr. Young, because of his out- 
standing prominence in the mining industry, because of his presi- 
dency of the Mining Congress for 233 years, and because of his reten- 
tion of the presidency of ‘the American Zinc Co. while he occupied a 
Government position, was selected as a case example to provide the 
Congress with material upon which to decide legislative policy as 
to businessmen in Government. 

Senator CaprHart. Read that again. Can you prove that state- 
ment? That is a pretty serious statement. 

Mr. Lane. I would not expect the General Accounting Office rep- 
resentatives to deny it, Senator. 

Senator Capenart. Read it again. 

Mr. Lane. We were astounded to be told that Mr. Young, because 
of his outstanding prominence in the mining industry, because of his 
presidency of the Mining Congress for 23 years, and because of his 

retention of the presidency of the American Zine Co. while he occu- 
pied a Government position, had been selected as a case example to 
provide the Congress with material upon which to decide their legis- 
lative policy as to businessmen in Government. 

We were not informed 








Senator Carenart. Who told youthat? Were you told that? 

Mr. Lane. We were told that, Senator, in our conversation at the 
GAO. 

Senator Capenart. By whom? 

Mr. Lanr. By at least two of the representatives of the GAO, Mr. 
Eckert and Mr. Lambert. We were told, Senator, not on one but on 
two occasions. 
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Senator Bricker. Their purpose was to influence the legislation be- 
fore the Congress or that was coming before the Congress? 

Mr. Lang. We took that to be the clear implication. 

Chairman Brown. All right. Go ahead. 

Mr. Lane. Moreover, we derived the strong impression that the 
GAO people concerned with this report feel that it is wrong per se 
for businessmen to take Government positions on the grounds that a 
conflict of interest is inevitable. 

Senator Bricker. Isn’t that the job of Congress and not the GAO? 

Mr. Lanz. That has always been my impression, Senator. 

A third reason for believing that these reconciliation talks will 
avail of nothing is the clear and convincing evidence that these talks 
showed that the report of investigation was not only ill-conceived 
and biased but decidedly incomplete. 

Thus, it was readily admitted that responsible present and former 
DMPA and GSA officials, with possible accurate knowledge of the 
facts, have not been contacted, although they have been listed in the 
GAO report. But this was said to be justified on the basis of GAO’s 
practice of having the report reviewed by the agency concerned be- 
fore release. In this case, we were told—and indeed it was testified 
to before this committee—the General Counsel of the GSA, and his 
assistant reviewed and approved this report before release. 

Thus, you see that despite the fact that these gentlemen, those un- 
doubtedly knowledgeable about the fiscal and legal procedures of the 
agency, would necessarily have little, if any, direct knowledge of Mr. 
Young’s activities, the activities of the American Zinc Co., the activi- 
ties of the contractors involved, and numerous other factual matters. 
Their review and alleged approval appears to be relied upon by the 
GAO to justify not only the assertion of facts but also its conclusions 
respecting Mr. Young. 

Further, when we informed the GAO, for example, that it was to 
the advantage of the Government and its contractors to have the 
concentrates involved in these contracts smelted at East St. Louis, they 
immediately dispatched numerous investigators in their many regional 
offices to ascertain whether our allegations could be undermined. 

For example, they contacted smelters in Blackwell and Bartles- 
ville, Okla., and reported to us, in our conferences, the information 
acquired from those sources, which initially at least seemed to modify 
our assertion. But they failed to inform us concerning similar con- 
tacts made by their investigators as to other smelters which seemed 
to corroborate our assertion. 

As a further example, rather than accept the corroborating state- 
ments of the alleged buyer and seller of the $60,000 equipment from 
American Zinc, an allegation of the GAO report, which is false, the 
GAO has persistently resisted retracting their false statement which 
has seriously defamed Mr. Young from the 15th day of July to this 
date. 

In the meantime, numerous investigators have been checking upon 
the sale of equipment and the issues related to it. For example, the 
Western Machinery Co., the secretary, which, I believe, is in the 
room today, as he happens to be in Washington, has since July 15 
been visited by no less than 3 teams of 2 investigators each. This, in 
itself, is significant, we feel. But this is not all. Those investi- 
gators have been interested not only in inquiring as to the facts of the 
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alleged sale, not only that but, apparently, in order to retrieve some- 
thing of GAO’s position, have been seeking to establish either a direct 
financial interest by American Zinc and Western Machinery or such 
a substantial business relationship between the two companies as to, 
no doubt, warrant an inference as to American Zinc influence. ; 

We have had similar reports of additional recent intensive investi- 
gations, seemingly intended to discover information detrimental to 
Howard Young. 

As a further example, the American Cyanamid Co. in New York 
was so plagued by antagonistic investigators completely iacking in 
technical knowledge, asking questions obviously designed to preju- 
dice Mr. Young, that the American Cyanamid Co. had to object to 
them. 

Senator Bricker. Do you have their names? 

Mr. Lane. That could be provided, Senator. Our fourth reason 
for believing that this reconciliation effort must fail is the patent 
unfairness thus far revealed as to Mr. Young, not only to the taking 
of extended periods of time for discussions out of his busy workdays, 
but also through what we consider to be a clear effort on the part of 
the GAO to shift the burden of proof as to GAO’s erroneous, unsup- 
ported or misleading statements as to Mr. Young. 

That was made clear when we were informed that Mr. Young’s 
testimony before this committee and the information that he had 
provided GAO after some 14 hours of discussion was not adequate to 
treat various additional allegations made by GAO as to him. We 
were informed that a list of these allegations approximating 50 to 
60 in number would be prepared and submitted to us for comment. 

Our fifth reason as to the futility of the reconciliation is the col- 
lective-bargaining nature of GAO’s ultimate proposal of Friday of 
last week after we had been requesting almost daily from July 15 
that the GAO retract its defamatory statements respecting the alleged 
sale of equipment by American Zinc. At our meeting of last Friday, 
GAO formally proposed to us that as a result of a conference that 
morning with the Comptroller General, the Comptroller General 
would consider a statement to this and other committees correcting 
the report as to the sale of equipment and freight issues, but en the 
condition that Mr. Young would, at the same time, retract some state- 
ments that he had made to this committee. 

This was explained to us to be on a two-for-two basis, that is, two 
for us and two for you. This is what I referred to as the collective- 
bargaining element of these discretions. 

Senator Bricker. Do you have the names of the GAO men who 
made that proposition to you ? 

Mr. Lane. Yes, sir. 

Senator Bricker. We would like to have them in the record. 

I may be wrong about this matter, but what business does the 
GAO have compromising with the truth in any case? If they are 
wrong, why don’t they admit it? If they are right, why don’t they 
say so? What business have they trying to compromise a deal with 
anybody as to matters of fact which can be ascertained. 

r. Lang. On this matter, Senator—— 

Chairman Brown. Wait a minute. If he was wrong about it, why 

didn’t he admit it? 
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Mr. Lane. Well, sir, as to the two statements involved, as to one 
of them Mr. Young had already clarified the record in his letter of 
July 20 to the chairman of the committee and as to the other, it is 
our view that there is no necessity for Mr. Young to retract his 
statement. 

Senator CareHartr. What was the statement ? 

Mr. Lane. The first statement related to the question of whether 
or not American Zine contracts had been executed while Mr. Young 
was Deputy Administrator of DMPA. Mr. Young made statements 
to that effect as shown in the transcript of the hearing when he was 
before this committee before, based on his recollection as of that time. 
‘That was the issue that we immediately began discussions with GAO 
on right after the hearing. And, as a result of further review of the 
transcript, against facts as ascertained from a review of the company 
files, that matter was brought to the attention of the chairman of the 
committee. We said that we wanted to clarify it; that the facts 
concerning it had been clarified by the 

Senator CareHart. What is the allegation, that he made contracts 
with the American Zine when he was Deputy Administrator ? 

Mr. Lane. No, sir; that contracts with American Zinc between 
American Zinc and DMPA had been executed while Mr. Young was 
Deputy Administrator. 

Senator Capenart. Is that a true statement or a false statement? 

Mr. Lane. It isa true statement. 

Senator Capenart. Is there anything wrong with it? 

Mr. Lane, There is nothing wrong with it at all. There is no alle- 
gation that we know of that Mr. Young influenced the execution of 
that contract or had anything to do with it. 

Senator CareHAartT. Who signed the contract 

Mr. Lane. We can get that—for DMPA? 

Senator CapenHarr. Yes. 

Mr. Lane. Mr. Larson. 

Senator Capenart. What were the contracts for ? 

Mr. Lane. Mr. Young will tell you. 

Mr. Young. In 1951, when DPA was still the organization handling 
the expansion program, they arranged with our company to open a 
new mine in Tennessee to supply to the Government slab zinc. And 
we had been told that the contract was going to be made. That was 
in January, from the start of January 

Senator CaPpEHART. Were you Deputy Administrator at that time? 

Mr. Youne. No; I was not. That was before DMPA was organ- 
ized. And when DMPA was organized, the unfinished business it had 
in DPA, the Department of Interior, came over to DMPA. 

Senator CAPeHArtT. You were then Deputy Administrator ? 

Mr. Youne. I was, and those were the contracts that I mentioned to 
Mr. Larson when I took the job as Deputy Administrator, that there 
was some unfinished business that I hoped could be finalized before I 
came into the business. And he assured me that he would handle them 
himself. And my son, Richard Young, who is not here today, handled 
those. 

Senator CapreHart. Mr. Lane, is it the GAO’s contention that that 
was one of the things that ought to be held against Mr. Young? 

Mr. Lane. I don’t believe they contend that it should be held against 
Mr. Young, Senator. Rather, it is the point that the statements from 
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reconciliation which Mr. Young had made on the transcript of the last 
hearing ought to be included in this joint statement to the committee 
as a partial quid pro quo, as we considered it for the retraction of the 
admittedly erroneous statements respecting the alleged sale. Of 
course, the GAO people are here; they can clarify their position on it. 

Senator Bricker. His statement was later clarified in the letter to 
the chairman. 


Mr. Lane. In a letter dated 
Chairman Brown. I am going to read it: 


Upon reviewing the report of proceedings before your committee under date of 
July 14, 1955, I have considered that in the interest of complete accuracy I should 
clarify the transcript insofar as certain portions of my testimony are concerned. 
The matters to which I refer, together with the record reference of the page at 
which the testimony involved is reported, are as follows : 

1. At R. 122 (last paragraph) where the transcript indicates that I answered 
“No” to Representative Rains’ question the answer should be “Yes” if he was 
referring to DMPA contracts other than the three under discussion. 


That is one of the things he didn’t want to admit. You admit that? 

Mr. Lane. That is right, sir. 

Chairman Brown. Is that one of the things they wanted you to 
agree on ? 

Mr. Lane. No, sir. 

Chairman Brown (reading) : 


2. At R. 144 the transcript shows that I stated that the first loan to W. M. & W. 
in the amount of $25,000 was made in 1952. This loan was actually made in 
December 1950. 

3. At R. 156 in an exchange of questions and answers with the chairman, 
I indicated that (a) I thought my son had accompanied Mr. Clough to the St. 
Louis bank and (b) that I did not recall doing so. I have sought to ascertain 
the full facts as to these matters and, after investigation, believe them to be: 

My son did not accompany Mr. Clough to the bank but telephoned Mr. Hine to 
make an appointment for Mr. Clough; and several days after Mr. Clough had be- 
gun discussion with the bank, I walked with him to the bank on a day that I was 
going there to attend a bank board meeting. 

4. At R. 169, the reference by me as shown in the transcript to ““Mr. Harrison” 
should read “Mr. Larson.” 

5. At R. 169 the transcript reads: 

“Mr. Young. I did not make on this $350,000.” 

The transcript should read: “I did not make a direct recommendation on this 
amount of $350,000 of financial assistance.” 

6. At R. 219 to 231 appears an extended discussion of the GAO allegation which 
formerly appeared as the second paragraph on page 7 of part I of its report. 
This allegation related to an alleged 1,167-ton sale by the American Zine in 
August of 1952. 

Many of the essential facts of this transaction are now reflected in the revised 
page 7 of the GAO report, which we have been given to understand has been 
distributed to all recipients of the copy of the report as originally issued. 

Our review of the above-referred-to transcript is continuing and should fur- 
ther items come to our attention as to which clarification seems desirable, we 
will be pleased to bring them to the attention of the committee. 

Very truly yours, 


Howarp I. Youne. 

Mr. Lane. Because of that situation Mr. Young accordingly yester- 
day formally advised Mr. Ellis that the proposal advanced on last 
Saturday was unsatisfactory, and requested that the Comptroller Gen- 
eral provide him with a prompt decision as to his willingness to fully 
and unmistakably retract the admittedly erroneous GAO statements 
in his report respecting this alleged sale of equipment, and to correct 
the inaccurate and misleading information provided by GAO as to the 
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alleged disadvantageous freight rate to the Government, and its con- 
tractors. 


A copy of this statement, which was telephoned to Mr. Ellis at. 
9:50 a. m. yesterday, is offered for the record of the committee, Mr. 
Chairman. 

Chairman Brown. It will be made part of the record. 

(The statement referred to is as follows :) 


SUMMARY OF ERRONEOUS, UNSUPPORTED, AND MISLEADING STATEMENTS Re Howarp 
I. Youne ConTAINED IN GAO Report 


The GAO report was delivered to Mr. Young at the request of the Joint De- 
fense Committee for only a few days. Consequently, analysis of the report has 
not yet been completed. Initial examination reveals, however, that the report 
contains a substantial number of erroneous and misleading statements respect- 
ing Mr. Young, and an even larger number of allegations which are wholly un- 
supported in GAO’s report. A table of such statements and allegations appears 
below. 

Review of the report is still continuing. 





Erroneous | Misleading | Unsupported 
statements statements statements 





Introduction and Mid-Continent report. -_.........---.------- | 18 7 27 
UIT NE OR on ean pnacnmevaamenenn uae san weriel 3 2 1 
¥.1:47.L<C.._...___....................... eet 3 6 

os REET REET ERT EU eSE Tt Be ieee 21 | 12 | 34 





Senator Sparkman. Mr. Chairman, does this committee have to 
rely upon something which is worked out between them? Why can’t 
we ask about it directly, both Mr. Young and Mr. 

Chairman Brown. That is what we are going to do. We thought 
there were some honest differences, and we are going to hear both 
sides. I am not criticizing the GAO for making this report here. I 
think this committee has certainly been impartial. We are trying to 
do the right thing for both parties. We are not against either one of 
them. At this particular time, we are trying to be fair and hear 
both sides. 

Proceed. 

Mr. Lane. There are two reasons why the reconciliatory effort to 
us does not seem very feasible. Our own analysis of the GAO report 
delivered to us at the request of the committee on July 14 indicates 
that the erroneous, misleading, and unsupported statements of the 
report are so numerous as to deny reconciliation with any agency 
operating in a climate as heretofore described. 

We will submit for the record of the committee a numerical sum- 
mary of the statements, Mr. Chairman. We believe that as to Mr. 
Young there are 21 erroneous statements, 12 misleading statements, 
and 34 unsupported statements. 

Senator Capenart. Do you have a list of those? 

Mr. Lane. We do, Senator. 

Senator CareHart. Where are they ? 

Mr. Lane. Mr. Powell has them. 

Senator Capenart. Are you submitting them? 

Mr. Lane. No, this is just a numerical summary, the specific pas- 
sages we have also listed in detail. 
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Senator Carenart. Why don’t you place what you just said in the 
record ? 

Chairman Brown. Do you want that in the record ? 

Mr. Lane. It is rather a lengthy document. If the committee feels 
it is useful, I will submit it. 

Senator Carenart. What is useful, then? You are making these 
allegations. If that isn’t useful, then nothing is. 

Mr. Lane. Let the record show I hand to the reporter a 13-page 
statement of quotations from the GAO report 
serie Baows. Wait a minute. Have you given GAO a copy of 
this? 

Mr. Lane. Not as yet, sir. It was just finished yesterday. It was 
in preparation pursuant to our conversations with GAO. We have 
advised them that this was in preparation. 

Chairman Brown. I don’t see how the GAO can answer that until 
they have time to look into it. Let it go into the record. 

Mr. Lane. We offer it, Mr. Chairman, solely for the purpose of 
demonstrating that there are numerous questionable statements in the 
report, and it is our position that the true and complete facts as to 
these matters relating to Mr. Young personally should have been 
ascertained with fullness and completeness prior to the completion of 
the report by GAO. 

Chairman Brown. That might be true, but don’t you think that 
GAO ought to have a copy of that so that they can answer it? 

Mr. Lane. We planned to furnish them a copy. 

(The report referred to is as follows :) 


Part I. INTRODUCTION AND SUMMARY 
Part II. M1iD-CONTINENT MINING Corp. (I-18399) 


ERRORS 


From November 1951 to March 1953, DMPA, under the guidance of Mr. Young, 
submitted to DPA a series of zine expansion programs which cannot be easily 
reconciled with facts showing the continuous easing of the zinc situation, both 
domestic and international. Although the zine stockpile goal had previously 
been set and was well under control, DMPA began submitting to ODM and DPA 
general overall programs for further expansion of stockpile objectives and for 
extension of the scope of borrowing authority under the Defense Production Act 
to subsidize zine producers in various ways. Before June 1952 it was apparent 
6 at had not become convinced of the urgency of his repeated proposals 

p. 5). 

As Deputy Administrator of DMPA and as its key operating official, it was 
his duty to insure needed defense materials at the least cost to the Govern- 
ment. * * * As president of American Zinc he obtained added sources of zinc 
concentrates to feed the smelters of his company (pp. 8 and 9). 

In December 1951 Mr. Clough, at Mr. Young’s suggestion, applied to DMPA 
for a floor-price contract and financial assistance to construct and operate the 
mine and concentrating mill (p. i). 

The contract provided for a concentrating mill of the capacity of approxi- 
mately 400 tons per day, but Mr. Clough purchased equipment from Mr. Young’s 
company for a mill of 1,200 tons capacity, at an additional cost of approximately 
$60,000 (p. ii.). 

The facts show that DMPA decisions on the technical propriety of the proj- 
ect, the financial responsibility and integrity of the company’s management, 
and the necessity for the project were not in the best interest of the Govern- 
ment in its zinc program but were influenced by Mr. Young and his interest in 
Mr. Clough (p. iii). 

On July 21, 1952, American Zine contracted with Mid-Continent to purchase 
and smelt zinc concentrates, to sell or “put” slab zine to the Government under 
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Mid-Continent’s contract or to sell in the open market for its own account 
(exhibit 2) (p. 3). 

These contracts were signed by R. A. Young, vice president of American Zinc, 
within a few days after his father, Howard I. Young, Deputy Administrator of 
DMPA, and president of American Zinc, had been instrumental in having 
DMPA make a commitment to provide financial aid to Mid-Continent. The 
“letter of intent” followed an extended period of negotiations between Clough, 
on behalf of Mid-Continent, and Howard I. Young, on behalf of DMPA (p. 3). 

Prior to November 26, 1951, Mr. Clough conferred with James Douglas of 
DMPA regarding the Alice mine. On December 11, 1951, as a result of this 
meeting and also at the suggestion of Mr. Young, Mid-Continent filed a proposal 
for delivery to DMPA of 30,000 tons of zine concentrates (p. 3). 

Mr. Young approved this report prior to its submission to the Contract Negotia- 
tion Division, and although he was advised by Mr. Ford of unfavorable facts 
concerning the company’s financial condition, on January 25, 1952, he replied to 
Mr. Clough’s application and offered to consider a contract guaranteeing 17 
cents per pound for zinc and to advance a substantial sum for capital costs if 
Mid-Continent could show its ability to obtain $100,000 (exhibit 6, p. 5). 

While negotiations between Messrs. Clough and Young were in progress in the 
spring and early summer of 1952, American Zine drilled test holes at Alice mine, 
for which Mid-Continent was billed $10,684.76. A copy of the American Zinc 
report was not available in the files of the GSA Materials Division, which suc- 
ceeded DMPA (p. 5). 

During further negotiations in which Messrs. Young and Clough were actively 
participating, the market price of zinc continued to decline. In addition to 
various adverse facts concerning the proposed deal, Mr. Young was informed 
about the questionable financial background of Mr. Clough and the serious risk 
of adverse publicity due to these facts and Mr. Young’s connection with American 
Zine (p. 6). 

In spite of continued warnings from key DMPA officials, Mr. Young repeatedly 
asked Mr. Larson for a final decision approving the contract (p. 6). 

Mr. Young on July 14, 1952, approved the negotiation of a contract at 16 cents 
per pound and a guaranteed bank loan of $325,000 (exhibit 1, p. 7). 

Mr. Young instructed Mr. Greene to prepare the letter of intent, dated July 
14, 1952 (DMP-15), binding the Government to a floor price of 16 cents on 
7,400 tons of slab zinc, totaling $2,368,000 (exhibit 1, p. 7). 

On November 5, 1952, American Zine and Mid-Continent amended their con- 
tract for the purchose of zinc concentrates to give American Zinc the benefit of a 
price above the current market price of zinc which remained below 16 cents per 
pound (exhibit 11). This amendment conflicted with Mid-Continent’s contract 
under which the Government was obligated to purchase only zinc produced by 
Mid-Continent (p. 8). 

Mr. Clough purchased from American Zine on its recommendation equipment 
for 1,200 tons capacity. In consequence of these purchases the cost of equip- 
ment was increased about $60,000 (p. 13). 

The diesel plant and the extra-sized mill equipment increased costs about 
$180,000, over one-half the $325,000 advance (p. 14). 


UNSUPPORTED 


SA did not object to a proposal by Mr. Young on January 29, 1952, that a pro- 
gram be approved allowing DMPA to make contracts for periods not exceeding 
2 years at guaranteed prices from 2 to 6 cents over existing ceiling prices (p. 5). 

Because of the steady decline in zinc prices and the consequent adverse effect 
on American industry, Mr. Young recommended further aid to domestic producers, 
but ODM and DPA withheld broad program approval (p. 6). 

In a meeting attended by DPA, DMPA, ODM, and MB representatives, Mr. 
Young complained that DMPA had been placed in an embarrassing position be- 
eause its new zinc expansion program had not been approved and DMPA was 
morally obligated to make purchase contracts with people involved in exploration 
work for the Government (p. 6). 

Mr. Young on May 1, 1953, supported various proposals submitted earlier to 
DPA on the ground that DMPA had made moral commitments which should be 
carried out (p. 8). 

During Mr. Young's tenure of office as Deputy Administrator of DMPA, from 
September 1951 to May 1953, he gave varying reasons to justify the succession 
of zinc expansion programs. In the early stage—late 1951 and 1952—emphasis 
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was placed on needs for defense production and essential civilian requirements. 
When the market broke in the spring of 1952—prices declining from 19.5 to 15 
cents—and defense and civilian requirements had been met, expansion was justi- 
fied on the basis of hardships encountered by domestic producers due to falling 
prices and foreign importation. DMPA recommended subsidizing domestic pro- 
ducers by paying the difference between the ceiling price of 19.5 cents and the 
market price. In the spring of 1953, when the market price declined to 11 cents, 
expansion was justified because of alleged moral commitments made to con- 
tractors some time previously. These reasons failed to convince ODM and 
DPA (p. 8). 

During the entire period of Mr. Young’s tenure as Deputy Adminisrator of 
DMPA, American Zine, Lead & Smelting Co., of which he was president, had 
a material interest in the situation. Of the total domestic zinc tonnage to be 
generated under expansion contracts, American Zine alone was to smelt 47 per- 
cent of the concentrates; that company controls approximately 10 percent of 
the total domestic zine smelting capacity. The Government bore the financial 
risk incident to the production of concentrates for the smelters. Although DMPA, 
under Mr. Young’s direction, failed in its repeated efforts to obtain DPA ap- 
proval of a broad zine expansion goal with authorization for blanket borrowing 
authority, it was successful in obtaining DPA’s approval of individual zine proj- 
ects totaling $74 million, resulting in an estimated net loss to the Government 
of $8 million from its purchase and resale of zinc. While the Defense Produc- 
tion Act contemplated losses when required by the critical need for strategic 
metals, such losses for zinc, which always remained near the bottom of the 
priority list and was in relatively easy supply, could less easily be justified 
(p. 8). 

His varied activities, which cannot always be completely reconciled, stem from 
the fact that he was serving in this triple activity ; service to three masters, with 
equal loyalty to each, became plainly incompatible (p. 9). 

The three cases reported all have the following common elements: The Gov- 
ernment provided financial assistance to three marginal producers of zinc ore; 
the zine situation was not so critical as to require the assistance given these 
companies ; Government funds of nearly $400,000 were risked and lost to develop 
or continue these ventures; and the American Zinc, Lead & Smelting Co. of which 
Howard I. Young, Deputy DMPA Administrator, was president, or its subsidi- 
aries, made contracts to smelt or buy concentrates produced by these companies 
and by which it could sell zinc in an assured market (pp. 9 and 10). [Emphasis 
supplied. ] 

Prior to completion of his report, Mr. Butler had been offered, by Mr. Clough 
and with Mr. Young’s approval, a position at twice his Government salary as 
superintendent at Mid-Continent (p. i of summary). 

However, Mr. Young prevailed upon DMPA to finance Mid-Continent and con- 
tract to purchase zinc above the market price (p. i of summary). 

Mr. Clough applied for a loan with the Mercantile Trust Co. of St. Louis at the 
suggestion of Mr. Young, a member of its board of directors (p. ii of summary). 

Mr. Young was advised by John G. Ford, Director of the Contract Negotiation 
Division, that Mid-Continent was investing little, if any, money in the venture 
and admitted that it would be impossible to borrow money from RFC. It further 
appeared that the company had no funds and that its only assets were the Alice 
miné lease and alleged advancements of $34,000 by Mr. Clough; $20,000 of this 
amount was represented as his salary at the rate of $15,000 a year (p. 4). 

Mr. Young stated in reply that although Mid-Continent’s assets were negligible, 
the ore body constituted collateral; the management was capable of extracting 
zine concentrates at the specified cost and American Zine had agreed to aid in 
constructing the mill; despite the low current asset figure, a Government advance 
of $400,000 was fully justified (p. 4). 

Mr. Young has recommended the appointment of Robert S. Butler, whose first 
assignment was to report on the Mid-Continent application. Mr. Clough also 
knew Mr. Butler and offered him a job with Mid-Continent at twice his Govern- 
ment salary; this offer, which was known to Mr. Young and approved by him, 
was made before Mr. Butler completed his report on January 21, 1952 (p. 4). 

Soon thereafter, Mr. Young asked Mr. Johnson to help “clear up” the Bureau 
of Mines report (p. 6). 

Although Mr. Ford differed with Mr. Butler’s figures and so advised Messrs. 
Young and Larson, the latter on June 23, 1952, instructed that the contract 
be consummated (p. 6). 
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Mr. Johnson advised Mr. Young on that day that the indicated profit of 36 
cents per ton of ore before taxes seemed a “small margin” (p. 7). 

Two days after acceptance of the letter of intent, Mr. Young notified Mr. 
Clough by telegram that DMPA would not join in the project if he employed 
Mr. Butler, in view of the “unfortunate situation” which had developed. Mr. 
Butler was not employed by Mr. Clough, but continued to work for DMPA (p. 7). 

On January 22, 1952, Mr. Ford advised Mr. Young that Mid-Continent pro- 
posed to invest little, if any, money, and this fact alone would prevent it from 
borrowing money from customary sources (p. 8). 

Mr. Young was further advised that under various Executive orders it was 
the intention of the Defense Production Administration (DPA) that RFC handle 
financing (p. 8). 

On January 31, 1952, Mr. Medley advised Mr. Young that in view of Mid- 
Continent’s deficit, the degree of risk in advancing $400,000 was extraordinary 
{p. 9). 

On February 4, 1952, Mr. Young replied to Mr. Medley that Mid-Continent 
was “* * * organized for the sole purpose of exploiting the ore body for which 
the $400,000 advance is intended * * * and it should be noted that the Ameri- 
can Zine Co. of Illinois has agreed to assist Mid-Continent in the erection of its 
mill and in the working out of efficient metallurgy.” He concluded: “Under 
all the circumstances and in spite of the low current asset figure attaching to 
the corporation we consider the advance of $400,000 fully justified * * *” (p. 9). 

At Mr. Young’s direction, Mr. Butler, on June 12, 1952, wrote a letter for the 
Domestic Expansion Division of DMPA to the Federal Reserve Bank in St. 
Louis, containing numerous enclosures, including his favorable report, but 
omitting the adverse report of March 11, 1952, submitted by the Bureau of Mines 
{p. 10). 

Mr. Young had recommended the employment by Mr. Clough of Arthur J. 
Yahn, an experienced mining man, as superintendent, who began work in Sep- 
tember 1952. Mr. Yahn sent letters of resignation dated March 9 and April 12, 
1953, to Mr. Clough and also informed Mr. Young as to his reasons for quitting. 
His letters questioned Mr. Clough’s competence, personal integrity, and business 
ethics, and asserted that the job was disorganized and demoralized by reason 
of erratic, wasteful, and extravagant operations. Mr. Yahn was persuaded to 
remain after sending his letter of March 9, 1953, but quit in April. The con- 
struction foremen, J. L. Scott and H. R. Dale, also quit at that time (p. 14). 

Two weeks after Mr. Yahn’s first letter of resignation, Mr. Young requested 
ODM to grant DMPA $666,000 borrowing authority for Mid-Continent (p. 14). 

The unusual personal interest on the part of certain DMPA officials furthered 
Mr. Clough’s promotional venture. From December 1951 to May 1953, Mr. Young 
was in a key position both in DMPA and American Zinc. He was instrumental in 
having Mr. Clough, in December 1951, apply to DMPA for a loan and hiring Mr. 
Butler to process Mid-Continent’s application. Mr. Young’s company, American 
Zinc, had contracts for drilling at Alice mine and contracted to smelt Mid- 
Continent’s zine concentrates. Notwithstanding objections from DMPA officials 
and adverse financial and technical reports on Mid-Continent and Mr. Clough, 
Mr. Young was interested in having the V loan application filed with Mercantile 
Trust, of which he was a director. After the V loan failed to materialize, he suc- 
ceeded in arranging the $325,000 advance from DMPA in spite of serious objec- 
tions and without adequate provisions to protect the Government. American 
Zine was protected, not only in providing supplemental financing for Mid-Con- 
tinent, but in the smelting contract and the opportunity to “put” zine to the 
Governmetn at subsidized prices. Although the DMPA contract with Mid-Con- 
tinent provided for a mill of about 400 tons a day capacity, Mr. Young advised 
Mr. Clough as to the type of equipment to buy and sold him equipment for a mill 
of 1,200 tons a day capacity. After Government funds were risked to finance this 
venture, American Zine would have an additional source of zinc concentrates 
for its smelters at no risk (p. 19). 


MISLEADING 


Government subsidies exceeding $18,000 were paid the company when the 
market price for zinc concentrates was below the ceiling price and there was 
no factual and a doubtful legal basis for these payments. These subsidies were 
paid some time after American Zinc had advanced money to the company and 
contracted to buy its concentrates. Government financial aid was requested 
and approved soon after Mr. Young became Deputy DMPA Administrator. Zine 
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concentrates sufficient to produce about 700 tons of slab zinc were sold to Ameri- 
can Zine and the period of subsidies was extended by Mr. Young’s delay in ap- 
proving termination of the contract. GAO is asking GSA to justify these sub- 
sidy payments (p. 10). 

While the three cases are only a small segment of the total zinc expansion 
program, it may be significant that American Zinc was conspicuous in many con- 
tracts for smelting of zinc concentrates produced by companies financed through 
Government funds, not to mention accelerated tax amortization. It may like- 
wise be significant that in other cases Government funds were lost because com- 
panies failed to reach production (p. 10). 

DMPA employed Robert S. Butler, a mining engineer ,on Mr. Young’s recom- 
mendation. His first assignment was to report on the Mid-Continent applica- 
tion (summary, p. i). 

Three days after the filing of the Mid-Continent application—prior to formal 
negotiations with Mr. Clough and before any technical evaluation of the prop- 
erty had been made—Mr. Young’s son, R. A. Young, as vice president of the 
American Zinc Company of Illinois, St. Louis, Mo., wrote Mr. Clough offering 
to take Mid-Continent concentrates and “put” them to the Government under 
Mid-Continent’s contract at not less than 19.5 cents per pound (exhibit 5). If the 
price went belowe 19.5 cents, Mid-Continent would ask the Government to buy 
the resultant zinc from American Zine at 19.5 (p. 3). 

During negotiations between Mr. Clough and DMPA officials early in 1952, Mr. 
Young’s attention was specifically directed to the price and supply of zine and 
the situation regarding Mid-Continent, Mr. Clough, Mr. Butler, and the proposed 
contract (p. 4). 

These letters gave American Zine the opportunity to “put” zine to the Govern- 
ment at 16 cents per pound even though the market price was less (p. 7). 

On June 3, 1953, DMPA denied Mid-Continent’s request for $75,000 on the 
ground that the ore reserves and the cost of operations did not justify additional 
advances. In May 1953 Mr. Young had ceased to be Deputy Administrator and 
had been reassigned to serve as a consultant to DMPA (p. 16). 


Part III. MAcARTHUR MINING Co., INc. (I—18840) 


ERRORS 


Negotiations for the agreement between the MacArthur Co. and the company 
controlled by Mr. Young had been settled prior to the date of the Government 
contract (p. ii). 

Under the final agreement of December 6, 1951, with MacArthur Co., the 
American Zine Company of Illinois would have realized a substantial profit 
through an increase in its gross sales of more than $500,000 (p. 5). 

This quantity of zine (4 million pounds), at the contract guaranteed minimum 
price of 171% cents a pound would have increased the gross sales of the American 
Zine Co. by $700,000. At the market price of 19%4 cents per pound for zine 
during part of the period, the amount would have been much more (p. 6). 


UNSUPPORTED 


J. W. Hoffman, president of MacArthur Co., conferred with Howard I. Young, 
Deputy Administrator, DMPA, in October 1951 with respect to his application 
for a Government advance (p. 3). 


MISLEADING 


There are three large zinc smelting companies in Oklahoma near Baxter 
Springs, Kans., and one other smelting plant nearby in Arkansas. These smelting 
companies are nearer the MacArthur mine than the plant of the American Zine 
Company of Illinois, which is located near East St. Louis, Ill. {p. 5). 

Therefore, the American Zine Co. was assured of an outlet for at least 
3 million pounds of slab zine at a guaranteed price of 1714 cents a pound 
(p. 6). 





PartIV. W. M. & W. MrintNe Co., INc. (I—18970) 


UNSUPPORTED 


Mr. Howard I. Young, notwithstanding his affiliation with the American 
Zinz, Lead & Smelting Co., approved the subsidy contract and later impeded 
its termination (p. ii). 
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On the same date that Mr. Worley’s application was filed, January 31, 1952, 
Mr. Max Medley, Comptroller, GSA, notified Mr. Young in relation to other 
zine contracts that: “I also understand that the zine situation is such that there 
is no critical shortage of supply and, in fact the stockpile objective has been 
met” (exhibit 6). Apparently Mr. Young was not responsive to the notification, 
as negotiations continued with W. M. & W. Mining Co., Inc.; and, in fact, an 
attempt was made to expedite them (exhibit 7, p. 2). 

Explanation could not be found as to why the information was sought from 
the contractor when the DMPA records should have been more readily available 
to Mr. Young (p. 7). 

During the time the contractor’s invoices were being considered, pending the 
establishment of a ceiling price for its production, Mr. Young personally expe- 
dited the establishment of the ceiling price and by teletype dated September 3, 
1952 (exhibit 20), notified Mr. Worley that he, Mr. Young, had been advised 
by Mr. Tighe Woods, Administrator of OPS, that ceiling price approval would 
clear his desk in a few days (p.7). 

The file did not indicate the necessity for preparing the second letter from 
Mr. Larson’s signature, nor the reason for Mr. Young's failure to sign the 
earlier draft of the letter (p. 8). 

Mr. Young recommended the contract. When the contractor encuountered 
difficulty in receiving payment on his invoices, Mr. Young took a personal interest 
in attempting to expedite them. Furthermore, when others in DMPA recom- 
mended that the contract be terminated, Mr. Young delayed the termination 
(p. 12). 


MISLEADING 


On August 5, 1952, Mr. John G. Ford, Director, Contract Negotiations Division, 
attempted to terminate the contract but Mr. Young delayed this action by 
saying that termination would be completed after the contractor received pay- 
men for vouchers covering February through June 1952 production. The contract 
was eventually terminated by the Administrator, Mr. Jess Larson, on November 
18, 1952 (p. ii). 

The American Zine, Lead & Smelting Co. was directly interested in the profits 
of the W. M. & W. Mining Co., Inc., insofar as they affected the repayment of 
their advances and the continuance of the mine in operation so as to remain 
a source of supply zinc concentrates for American Zinc, Lead & Smelting 
Co. (p. ii). 

3y the continued operation, under the subsidy, more time was provided for 
the liquidation of the $70,000 advance and at the same time American Zine 
was provided an assured source of supply of zinc concentrates at a favorable 
market price (p. 11). 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., August 16, 1955. 
Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States. 

DeEAR Mr. CHAIRMAN: This letter refers to the executive session held by your 
committee on July 27, 1955, to consider the report of investigation by the General 
Accounting Office having to do with certain Defense Production Act contracts. 

At that hearing, in the course of testifying, Mr. John F. Lane, attorney for 
Mr. Howard I. Young, referred to a list of 21 erroneous statements, 12 mislead- 
ing statements, and 34 unsupported statements alleged to be contained in the 
report of investigation. You directed that the list be placed in the record and 
that the General Accounting Office be furnished a copy thereof by Mr. Lane, no 
copy having been previously submitted to the General Accounting Office. 

We have had no word from Mr. Lane but Mr. Warren of your staff very kindly 
furnished us a copy of the list on Friday, August 5, when he found that we had 
had not received the list from Mr. Lane. 

Upon examination, we find the list contains only excerpts from the investiga- 
tion report with no indication as to the reasons why Mr. Lane considers the 
excerpts to be erroneous or misleading or unsupported. Only two items in the 
list have been discussed heretofore. One has to do with the acquisition of cer- 
tain equipment by Mid-Continent Mining Co. and, as you know, we have cor- 
rected our statement to show that this transaction apparently was not an out- 
right purchase from American Zinc, Lead & Smelting Co., although there ap- 
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pears to have been some form of process royalty arrangement involved. The 
other item had to do with other contracts between American Zinc and the Gov- 
ernment ; we think this point has been properly cleared up. 

Since we do not know why Mr. Lane believes the reported statements to be 
erroneous, unsupported, or misleading, we have no basis for discussion of the 
items at this time. On the other hand, our Office of Investigations believes that 
the statements can be fully supported. 

We respectfully request that this letter be inserted in the record immediately 
following the referred-to list submitted by Mr. Lane on July 27, 1955. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Chairman Brown. All right, go ahead. 

Mr. Lane. I might say in that connection that several of the specific 
things on that list had been the subject of our discussions with GAO, 
such as the sales equipment, and so on. 

Chairman Brown. I just want to say as chairman I am going to 
give GAO plenty of time to read what you accuse them of, and they 
can answer later on. 

Go ahead. 

Mr. Lane. Our second reason for believing that the reconciliation 
effort must fail, Mr. Chairman, lies in our sense of shock at the sur- 
rising militant, if not vicious, attack on Mr. Young personally by 

{r. Ellis of GAO in the executive sessions of the Banking and Cur- 
rency Committee, and of this committee. 

You may remember, Mr. Chairman, that as a result of a decision of 
this committee at the last hearing the transcripts of the executive 
session of this committee on that subject had been made available to us. 

The Senate Banking and Currency Committee on the same day 
made a similar decision. We have reviewed those transcripts since. 

Chairman Brown. Why would he have anything against Mr. 
Young ¢ 

Mr. Lane. I wouldn’t know the answer to that, Mr. Chairman. 

Senator Bricker. That is the unsolved question I had in my mind, 
Mr. Chairman, noting this attitude on the part of the GAO employees, 
to me seemingly going out of the way to vindicate their position and 
to punish somebody that gave these representations to the Government 
here during the time of crisis. 

It is impossible for me to comprehend it. I would like to hear from 
GAO to clear that up. 

Chairman Brown. We will call on them. 

Mr. Lane. We cannot refrain from pointing out to the commit- 
tee the marked differences in Mr. Ellis’ attitude as revealed by the 
transcript as between those committee sessions when Mr. Young and 
Mr. Larson were not present and the session before this committee at 
which they confronted him. 

Now, it seems to us, Mr. Chairman, that these matters raise ex- 
tremely important policy considerations for this committee, the Con- 
gress, and the Comptroller General. These include: No. 1, does the 
Congress intend its own agency, the GAO, to provide it with reliable, 
accurate and supportable reports, as a basis for its determination of 
important legislative policy ¢ 

No. 2: Does the Congress intend that the appropriations it provides 
for the General Accounting Office shall be utilized to the extent here 
evidenced to hound and harass a citizen, to defame his character, 
to have his name dragged in the mud of sensational newspaper pub- 
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licity, to attack his character, to adversely affect his relations within 
his industry and with his Government, when his only offense is that he 
is an honest businessman doing a notoriously successful job for his 
Government ? 

No. 3: To what extent does the Congress of the United States want 
its administrative arm, the General Accounting Office, to be un- 
biased, to be impartial in its report of finding of fact, and to what ex- 
tent does it wish its instrument to be a crusader 

Chairman Brown. Off the record a moment. 

(Discussion off the record.) 

Senator Bricker. Mr. Chairman, may I suggest that what he 
says is not what GAO says and not what this committee is doing. 
We have a right to rely upon an accurate report from GAO. But 
his reflection was not upon this committee but upon the attitude of 
GAO. 

Chairman Brown. Proceed. 

Mr. Lane. I should explain, Mr. Chairman, that these are just 
some of the questions of policy as we see presented by this committee. 
They are not intended as such to be reflections on anyone, but they are 
simple questions raised on the facts here as we see them, sir. 

The final such question, No. 4: Does the Congress wish it to be 
known throughout the land that no honest businessman can come into 
Government and do a job for his country without running the risk 
of personal persecution and character assassination from the General 
Accounting Office ? 

We conclude this statement, Mr. Chairman, by requesting of this 
committee: No. 1, that we be relieved of our obligation to the com- 
mittee to further discuss these matters with the General Accounting 
Office. We also think it appropriate, Mr. Chairman, for the com- 
mittee to consider requesting the Comptroller General to withdraw 
this report as to Mr. Young, and to consider the suggestion to him 
of a public apology to Mr. Young. 

Chairman Brown. Will you make that statement again ? 

Mr. Lane. We consider it appropriate in the circumstances, Mr. 
Chairman, for the committee to consider suggesting to the Comptrol- 
ler General a public apology to Mr. Young. 

Chairman Brown. Have you finished ? 

Mr. Lane. Yes, sir. 

Chairman Brown. Senator Capehart. 

Senator Capenart. I have a series of questions here. I presume 
that the best procedure is for us to ask questions. 

Chairman Brown. I am going to call on you, and then on the Sena- 
tors over here. 

Senator CaprHart. Mr. Young, I would like to say today I am 
hoping that we can get yes or no answers to the questions and save 
time. 

Mr. Young, when you were employed by Mr. Larson you wrote a let- 
ter to Mr. Larson setting forth your exact holdings, stockholdings, and 
your directorships, and the companies in which you were an officer, 
is that correct ? 

Mr. Youns. I did. 

Senator Capruart. Mr. Chairman, I ask at this point that that 
letter of September 10, 1951, be made a part of the record. 
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Chairman Brown. Without objection it may be done. 
(The letter referred to is as follows:) 


ATTACHMENT A 
SEPTEMBER 10, 1951. 
Hon. Jess LARSON, 
Administrator, Defense Materials Procurement Administration, 
Washington, D. C. 


DEAR Mr. Larson: You have asked me to become your Deputy Administrator 
of the Defense Materials Procurement Administration, and I have consented to 
serve. Before assuming the duties of that office, I would like to state that as I 
will serve the Government without compensation, I shall expect to continue to 
receive compensation from the private employers listed below, and that as a 
Government official, I will take no part in the consideration of or action on any 
application filed under the Defense Production Act by any company with which 
I am connected. 

I am now president, a director, and a member of the executive committee of the 
American Zinc, Lead & Smelting Co. and each of its wholly owned subsidiaries 
and affiliate companies, which are as follows: 

American Zinc Company of Tennessee 
American Limestone Co. 

American Zine Oxide Co. 

American Zine Sales Co. 

American Zinc Company of Illinois 
American Zinc Company of Arkansas 
American Zinc Company of Oklahoma 
Watauga Stone Co. 

Wisconsin Zine Co. 

Aravaipa Leasing Co. 

The address of the foregoing companies is 1600 Paul Brown Building, St. Louis 
1, Mo. 

I am a director and a small stockholder in the following companies: 

Baltimore & Ohio Railroad Co. 
General American Life Insurance Co. 
Mercantile Trust Co. 

Southwestern Bell Telephone Co. 
Scullin Steel Co. 

Minerals Beneficiation, Inc. 

My compensation from the foregoing listed companies consists only of directors’ 
fees. 

I shall expect the present compensation from the above to continue during my 
Government service. 

A list of the companies in which I have a stock ownership is attached. 

Also attached is a list of the organizations in which I am an officer or director 
and serve without compensation. 

As you know, some of the companies with which I am connected have filed 
applications with the Government under the Defense Production Act. Some of 
these applications require approval by DPMA. I had hoped all of these applica- 
tions would be acted on prior to my becoming your deputy, but this now appears 
improbable. Accordingly, I would like to make it clear that I will make no 
recommendation about nor participate in the consideration or negotiation of any 
such application filed by any person or organization as mentioned above. 

I hope that I may be of material assistance to you and the Government in 
carrying out the defense program. 

Very truly yours, 


, President. 
Senator Carenart. And on September 13 Mr. Larson acknowledged 
receipt of your letter; did he not ? 
Mr. Youne. He did. . 
Senator CaprHart. In which you set forth all of your holdings in 
business ? 
Mr. Youne. That is true. 


67178—55—-_10 
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Senator Capenart. Mr. Chairman, I ask unanimous consent to make 
that letter a part of the record at this point. 

Chairman Brown. Without objection it may be made part of the 
record. 

(The letter referred to is as follows :) 


ATTACHMENT B 
SEPTEMBER 13, 1951. 
Mr. Howarp I. Youne, 
President, American Zinc, Lead & Smelting Co., 
St. Louis, Mo. 

Dear Mr. YOunG: I am in receipt of your letter of September 10, 1951, wherein 
you set forth the conditions under which you will serve as my deputy in the 
Defense Materials Procument Agency. You also set forth the companies with 
whom you are now associated in executive, directorship, and stockholder 
capacities. 

As I have told you in uring you to come into the Government and assist me in 
administering this new agency, misguided people will read into our actions 
selfish and ulterior motives in spite of everything we can do. This is unfortunate 
and is the reason it is difficult to get men of your experience to make such a 
sacrifice. 

I have talked with you at great length and I find you in complete sympathy 
with my own objectives and the objectives of this administration in solving this 
problem of making available raw materials to fulfill our needs for national 
defense and maintenance of our own free economy. I have found your views and 
your actions completely unselfish and altogether courageous in keeping this goal 
constantly before you. I will not embarrass you by asking you to participate 
or make any decision in connection with any negotiations that have to do with 
the companies in which you are interested. 

Your record during World War II of unselfish and patriotic devotion speaks 
for itself. I need You but more important than that your country needs you 
and I feel that both are fortunate in your having accepted my urgent request that 
you join me in this operation. 

Sincerely, 
JESS Larson, Administrator. 

Senator CaprHarr. And Mr. Young, isn’t it a fact that on Septem- 
ber 21 the Defense Materials Procurement Agency sent a letter to the 
Federal Register signed by Jess Larson, the Administrator, stating 
that you had been employed by him and setting forth the companies 
in which you hold stock, and “also that you were a director and an 
officer of ? 

Mr. Youne. That is what the files show. 

Senator CaprHart. I ask unanimous consent that that be made a 
part of the record. 

Chairman Brown. It may be done. 

(The letter referred to is as follows :) 


ATTACH MENT C 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington, D. C., September 21, 1951. 
Mr. BERNARD R. KENNEDY, 
Director, Division of the Federal Register 
National Archives and Records Service, 
General Services Administration, Washington, D. C. 

Dear Mr. Kennepy: In accordance with the requirements of section 302 of 
Executive Order 10182, issued November 21, 1950, this will constitute notifica- 
tion of the appointment, effective August 13, 1951, of Mr. Howard I. Young as 
Deputy Administrator of the Defense Materials Procurement Agency, to serve 
without compensation, pursuant to section 101 (a) of Executive Order 10182. 
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Mr. Young in private life is employed as the president, director, and a member 
of the executive committee of the American Zinc, Lead & Smelting Co. and each 
of its wholly owned subsidiaries and affiliate companies, which are as follows: 

American Zinc Company of Tennessee 
American Limestone Co. 
American Zine Oxide Co, 
American Zine Sales Co. 
American Zine Company of Illinois 
American Zinc Company of Arkansas 
American Zine Company of Oklahoma 
Wautauga Stone Co. 
Wisconsin Zine Co. 
Aravapia Leasing Co. 
He is also a director in the following companies : 
Baltimore & Ohio Railroad Co. 
General American Life Insurance Co. 
Mercantile Trust Co. 
Southwestern Bell Telephone Co. 
Scullin Steel Co. 
Minerals Beneficiation Inc. 
Sincerely yours, 
JESS LARSON, Administrator. 

Senator CaPeHart. It likewise shows that everybody knew that he 

yas a director ofs the different companies, that he was president of 
Anas in Zine, and nobody was misguided or fooled, they knew 
exactly, and Mr. Larson, the Administrator, knew that he was. 

Now, the GAO made what amounts to about three charges against 
you. One of them was that your company, the American Lead & 
Zinc, sold Mid-Continent $60,000 worth of machinery. Is that true 
or false? 

Mr. Youna. It is false. 

Senator Carenart. Sold them no machinery at all? 

Mr. Young. No machinery, not 1 penny’s worth of machinery. 

Senator CArenarr. And in your negotiations the last few days 
with the General Accounting Office why did they refuse to correct 
their report to that extent? 

Mr. Youne. I do not know. 

Senator Caprnarr. Or did they refuse to correct their report? 

: Mr. Youne. Mr. Lane here had the talk on that. 

Senator Capenart. Yes or no? 

Mr. Lane. They refused on the general ground, Senator, that they 
were investigating the matter further, and their investigation might 
not have been completed. 

Senator CaprHart. One other question: Did the General Account- 
ing Office go to American Zinc, to you as the president, or to the 
treasurer, to ascertain whether they did or did not sell Mid-Continent 
$60,000 worth of machinery ? 

Mr. Youne. No one from our office has ever heard any discussion 
at all about the $60,000 worth of equipment until this “charge was 
made. 

Senator CapeHart. And you are making the statement, then, and 
you can prove it, that American Zinc never sold Mid-Continent $60,- 
f 000 worth of machinery ? 

; Mr. Young. Definitely. The representative of the company stated 
at the last meeting that they thought—he happened to be in the city 
; on other business, and he is the secretary 
Senator Capenart. That is the Western Machinery Co. ? 

Mr. Youne. Yes. 
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Senator Capenart. And he is here at the present time? 

Mr. Youne. Yes, sir. 

Senator CareHart. Did you sell Mid-Continent Mining Corp. $60,- 
000 worth of machinery ? 

Chairman Brown. Will you identify yourself. 


STATEMENT OF E. J. BARSHELL, SECRETARY AND COMPTROLLER 
OF WESTERN MACHINERY CO., SAN FRANCISCO, CALIF. 


Mr. Barsuetyi. I am Mr. E. J. Barshell, secretary and comptroller 
of the Western Machinery Co. of San Francisco. 

Senator CapeHart. Did you sell the Mid-Continent Mining Co. 
$60,000 worth of machinery or any machinery ¢ 

Mr. Barsneiyi. We sold them some machinery to the sum of $35,000 
approximately. 

We also sold them, Senator, approximately $7,000 worth of engi- 
neering service, and $5,000 worth of operating services. 

Senator Carenart. Does the American Zinc, Lead & Smelting Co. 
own any portion of your company ? 

Mr. Barsue.y. Not one single share. : 

Senator SparkMAN. Nor Mr. Young personally ? 

Mr. Barsueiyi. Or Mr. Young. All stock in the Western Machin- 
ery Co. is owned by employees or their families, employees or their 
families of the Western Machinery Co. 


STATEMENT OF HOWARD I. YOUNG, ACCOMPANIED BY JOHN T. 
LANE, COUNSEL—Resumed 


Senator Caprnart. Mr. Young, the other charge was that Ameri- 
can Zine sold zine at 114 cents a pound above the market to the Gov- 
ernment. Have you been able to reconcile that with the General 
Accounting Office ? 

Mr. Youna. We have, and they filed a statement with this commit- 
tee changing that. 

Senator Carenart. Stating that they were in error? 

Mr. Youne. That is right. 

Senator CareHart. Now, the third charge, I believe, was the general 
charge that you showed poor judgment in approving the three loans 
to MacArthur, Mid-Continent, and W. M. & W., and there was no 
need for additional expansion of lead and zinc at that time. 

Mr. Younc. Well, Senator, the only answer—— 

Senator Carrenart. That was the third charge. 

Mr. Youne. That is the third charge? 

Senator Capenart. That is purely a matter of judgment. 

Mr. Younga. It is a matter of judgment, and it is a matter of con- 
sidering the conditions which you gentlemen know existed at that 
time. 

Senator Capenart. I understand that. Now, my next question is, 
Did you recommend those three loans ? 

Mr. Youne. No, I did not recommend them. 

Senator CaprHart. Did you recommend any of them? 

Mr. Youne. Let me explain that just 1 minute. The form of or- 
ganization in our shop over there was that when a mine operator came 
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in for assistance that he went to the head of the Domestic Expansion 
Division 

Senator Capenart. I understand. But as Deputy Administrator 
you did recommend the loans, did you not, in the end? 

Mr. Youne. If you call recommending a paper that comes over 
your desk, the answer is “Yes.” 

Senator Capenart. You approved them; you knew about them? 

Mr. Youne. I knew of all of them but one, and I didn’t know it 
until it had been agreed to. 

Senator CapeHart. Which one was that? 

Mr. Young. Mid-Continent. 

Senator Carrnart. You knew about them as they were being 
processed ¢ 

Mr. Youne. That is right. 

Senator Capenart. But you did not sign the contract ? 

Mr. Youne. I did not sign the contract. 

Senator Capenart. Did Mr. Larson, the Administrator, approve 
the loans? 

Mr. Youne. He signed all the contracts. 

ane Capeuart. He signed all the contracts. And he approved 
them ¢ 

Mr. Younes. Yes, sir. 

Senator CaprHart. But you did help process part of the loans? 

Mr. Youne. That is right. 

Senator CapreHarr. Now, are there any other allegations made by 
the General Accounting Office other than the fact that American Zinc 
made contracts with these three concerns to smelt their ore, and the 
freight charges were greater, and that American Zinc’s smelting plant 
was further away than other smelting plants; was that a true state- 
ment or a false statement ? 

Mr. Youne. The investigations, Senator, which I would like to show 
to this committee, show that the movement of the concentrates to the 
East St. Louis plant was in line with the contract that the operators 
had, proving a saving to the operator and to the Government. 

Senator Carenart. In other words, your position is that there was 
a saving in freight rates ? 

Mr. Younae. There was. 

Senator Carenart. And that it was more economical for these three 
concerns to have their ore smelted by American Zinc; is that your 
position ? 

Mr. Youne. From a freight standpoint, that is correct. 

Senator CarrHart. Freight standpoint ? 

Mr. Youne. That is right. 

Senator Carenart. Now, about these three contracts whereby Amer- 
ican Zine was to smelt the ore, were those contracts that they could 
or could not cancel? Were they tied up so that they always had 
to smelt their ore with the American Zinc ¢ 

Mr. Youna. The first move they had, they could go to any smelter 
they wanted. But they had to have a letter from a smelting company 
that the smelting company would treat the concentrates before the 
Government would make a contract with them to—— 

Senator Carenart. That is not my question. My question is: Did 
American Zinc enter into contracts with these three concerns so that 
they had to have their ore smelted by them forever ? 
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Mr. Youne. No. 

Senator Capenarr. All the ores they ever produced ? 

Mr. Youne. No. On one of them we had a 3-year contract which 
was made in 1950, which was 2 years before the operator came in for 
help. On another one there was a commitment by a man we had done 
business with since 1915 at various times, and he went to our vice 
president and wanted to know if we would submit it to the Govern- 
ment. On the other hand, there was a man whom I had never met 
until I came to Washington who opened up a new mine at West 
Plains, and he also knew that it would be advantageous, and the rec- 
ords show that it would save $2.62 a ton on concentrates to ship the 
concentrates from West Plains, Mo., to East St. Louis, compared to 
shipping them and delivering the metal to any other point. 

Senator CaPpeHartT. Now, are you Mr. H. I. Young? 

Mr. Young. I am. 

Senator Carpenart. I have a copy of a letter here from a Mr. J. W. 
Hoffman, who evidently was connected with the MacArthur Mining 
Co., Baxter Springs, Kans., in which he says that: 


As far as the MacArthur Mining Co. is concerned, you had nothing whatever 
to do with making our loan from the General Services—the loan was recom- 
mended by the engineers’ office of the DMPA in Joplin for $60,000. 

In making our contract with the General Services, they stipulated that we 
had to have a contract with some smelter as they could not buy concentrates. 
There was no statement or provision in our contract that we had to make the 
contract to the American or any special smelter. We were free to contact 
with whomever we pleased. 

Our contract with your company was made in St. Louis with Mr. R. A. 
Young— 


is that your son? 
Mr. Youna. Yes, sir. 
Senator CapeHarr (continues reading) : 


vice president. Mr. Williams’ statements are beyond understanding, and to 
imply that there was anything wrong in the making of our contract is abso- 
lutely wrong. I am sorry I cannot come down to Washington myself, but Mrs. 
Hoffman is dangerously ill with a heart attack and I cannot leave. 

After all the work you have put in, it is certainly very discouraging. 


Mr. Chairman, I ask unanimous consent to place the letter in the 
record at this time. 

Chairman Brown. Without objection, it may be done. 

(The letter referred to is as follows:) 


MacARTHUR MINING Co., INC., 
Baater Springs, Kans., July 12, 1955. 
Mr. H. I. Youne, 
Vayflower Hotel, Washington, D. C. 

DeaR Mr. Youne: I am enclosing clipping from the Kansas City Times of 
Senator Williams’ speech in the Senate yesterday regarding zinc. 

As far as the MacArthur Mining Co. is concerned, you had nothing whatever 
to do with making our loan from the General Services—the loan was recom- 
mended by the Engineers’ Office of the DMPA in Joplin for $60,000. 

In making our contract with the General Services, they stipulated that we had 
to have a contract with some smelter as they could not buy concentrates. There 
was no statement or provision in our contract that we had to make the contract 
to the American or any special smelter. We were free to contract with whom- 
ever We pleased. 

Our contract with your company was made in St. Louis with Mr. R. A. Young, 
vice president. Mr. Williams’ statements are beyond understanding. and to 
imply that there was anything wrong in the making of our contract is absolutely 
wrong. I am sorry I cannot come down to Washington myself, but Mrs. Hoffman 
is dangerously ill with a heart attack and I cannot leave. 
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After all the work you have put in, it is certainly very discouraging. 
With best regards. 
Sincerely yours, 
J. W. HorrMan. 

Senator Carrnart. Now, Mr. Young, you just testified that you did 
not sign any of these contracts. 

Mr. Youna. I did not sign the contracts. 

Senator Carrnartr. But you did know they were being processed ? 

Mr. Youne. I did. 

Senator CaprHart. Did you make any money personally out of any 
one of those loans, the 3 loans made to the 3 companies 4 

Mr. Youna. I never made any money personally ot of those or any- 
thing else that I did while I was in Washington, D. C., in the 21 
months. 

Senator Capenart. I am just talking about these 3 contracts because 
they are the only 3 I believe the General Accounting Office mentioned. 

Senator Ronerrson. In order that I may be sure that I correctly 
followed you and in order that you may button up anything that I 
don’t understand, I want to state my understanding of your questions. 

First, did you sell him machinery? And whenever the testimony is 
that another firm in which he had no stock or no interest sold the ma- 
chinery, that charge was made from this information. 

Second, did he sell zine at 114 cents above the market, as the Gen- 
eral Accounting Office says ? 

Third, did you exercise good judgment—and he says he did—and 
that is a matter of opinion. 

Senator Capenart. I wouldn’t know. 

Senator Ropertrson. Four, did you sign any of these contracts your- 
self. He said he did not. 

Senator Carenart. And Jess Larson has previously testified that 
he approved all the contracts, knew about them and signed them. He 

was the Administrator. 

Senator Rogerrson. There is one other thing 

Chairman Brown. Let me correct you there. I think the witness 
wrote some letter to Mr. Larson 

Mr. Youne. I did. 

Mr. Chairman, may I make one word of explanation? 

Senator Rosertson. Before you make any explanation, let me see. 
Has there been any charge presented to us that has not already been 
answered? Is there any ‘other charge that hasn’t been answered here 
this morning? 

Mr. Lane. I think the charges were that his firm sold $60,000 of 
machinery to Mid-Continent, that they sold zine at 114 cents a pound 
more than they should, and that American Lead & Zinc insisted on 
getting the smelting contracts of these three concerns. 

Senator Roperrson. May I ask you, you did not tie up any of 
these small mining concerns so that they had to smelt their zine 
with the firm with which you had been or still were connected ? 

Mr. Youne. No. We stated to them that if they got a Government 
contract and they wanted us to, we would make a contract. The con- 
tract was not made until after they got the Government contract, ex- 
cept in one instance, where the man came down here for help in 1952 
on a contract that he had made in 1950, before I ever heard of DMPA 
or any other Government agency. 
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I didn’t tie them up. They wanted the contract themselves, and the 
contract did show that there was a good freight differential in favor 
of the contract that was entered into. 

An investigation of the freight, Senator, has been made since the 
charges were made against us, and we had our—when I say “our,” the 
American Lead & Zinc Smelting Co.—our traffic men and our assist- 
ant treasurer sit down with the traffic officials of the Frisco Railroad 
Co. in St. Louis, and we have filed with the representatives of the 
Comptroller’s office a statement verified by the men of our organiza- 
tion and the Frisco Railroad, showing what the rate is, which shows 
a saving compared to the Gas Belt Smelters of West Plains, of $6.62 
a ton; on the ore which would have originated out of Baxter Springs, 
Kans., 92 cents a ton. 

Senator Rozertson. Mr. Chairman, the reason I wanted to get this 
clear in my mind is because of a telephone call I got as soon as this 
matter was put in the paper, from James B. Francis of Huntington, 
W. Va. I have known Mr. Francis for many years. He was at the 
University of Virginia, and he has been a coal operator for many 
years. He said: 

I am calling you—and Mr. Young doesn’t know—TI read in the paper about 
some charges against Mr. Young. I have known Mr. Young for more than 40 
years; we belonged to the same Presbyterian church. I have had many business 
dealings with him. I have kept up with him all this time. I have known him as 
a man of the highest integrity, and I am sure when you get all the facts you 
will be convinced that he didn’t do anything improper. 

Senator CareHart. Did you make any money personally out of 
any of these contracts? 

Mr. Youne. I did not. 

Senator Carenart. Did the American Zinc, of which you were 
president, make any money ? 

Mr. Youne. They did not. 

Senator CareHart. They would have made money—— 

Mr. Youne. On the contract we had with the W. M. & W., Senator 
where we were getting their production, there was a small margin of 
profit from the concentrates that we were treating from that place. 

Senator Capenart. Now, you would have made money, of course, 
had these three companies mined a lot of ore and you had a smelter, 
would you not—you would have made money under those circum- 
stances ? 

Mr. Youne. That is right. 

Senator Carprnart. Now, your company, American Zinc, did sell 
1 or 2 of them a small amount of merchandise; didn’t they ? 

Mr. Youne. No. In October 1951, our company bought the stock 
of the Nellie B Mining Co., which was owned by Mr. Hubert Howard 
and Mr. Buchanan down in the Oklahoma field, and they sold W. M. 
& W.a motor that hadn’t been paid for. 

Senator CarpenArt. How much stock do you own in American Zine, 
Lead & Smelting Co.? 

Mr. Youne. Mrs Young and I own about 2 percent of the total 
stock of the American Zinc, Lead & Smelting Co. 

Senator Capenart. About 2 percent of the total stock ? 

Mr. Youne. When we get it all paid for. 

Senator Cappuart. In other words, any money that American Zinc 
might have made out of smelting these concentrates, your share of it 
would have been about 2 percent? 
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Mr. Youne. Two percent. And I might say that the American 
Zinc, Lead & Smelting Co. makes between 3 and 4 percent net on their 
gross business. 

Senator Capenart. Now, it has been testified that the American 
Zinc smelted about 40 percent of the concentrates that the DMPA, I 
believe it was, made contracts for; is that a true statement ? 

Mr. Youne. Well, Senator, on the total concentrates that the 
DMPA handled, the only record I had on that is a record that Mr. 
Al Greene, our general counsel, had, with the letter before I met be- 
fore your committee. And that showed, based on that, that we 
had—— 

Senator CareHart. Never mind. 

Mr. Young. It is in the record. 

Senator Capenart. [If it is in the record, all right. 

Mr. Youna. A very small percentage of the total—it might have 
been 40 percent of the total— because there were not many contracts 
made. 

Senator Carenart. Now, Mr. Chairman, I would like to ask Mr. 
Larson, if you please, a couple of questions. 


STATEMENT OF JESS LARSON, ATTORNEY, AND FORMER ADMIN- 
ISTRATOR OF THE GENERAL SERVICES ADMINISTRATION AND 
THE DEFENSE MATERIALS PROCUREMENT AGENCY—Resumed 


Senator Carpenart. Mr. Larson, were you the Administrator at the 
time Mr, Young was the Deputy Administrator ? 

Mr. Larson. Yes, I was. 

Senator CareHart. Did you know at all times exactly what he 
was doing? 

Mr. Larson. I knew at all times in a pretty specific way what he 
was doing; yes, sir. 

Senator Capenart. And did you sign the contracts for these three 
concerns under study here? 

Mr. Larson. As I testified in the previous meeting of this commit- 
tee, I executed all of the contracts, and 1 negotiated two of them. 

Senator Careuart. How often would you see Mr. Young? Would 
you see Mr. Young everyday ? 

Mr. Larson. Everyday; sometimes a half dozen times a day. 

Senator CarrHart. Each day he would be Deputy Administrator? 

Mr. Larson. Yes, sir. 

Senator Capenart. Isn’t it a fact that you didn’t know what Mr. 
Young was doing, and that you were busy with other things, and 
Mr. Young ran this whole business and you knew nothing about it, 
and all you did was act as a sort of Charlie McCarthy in signing the 
contracts he put before you ? 

Mr. Larson. Well, on Mr. Young’s level, and on the division level, 
the heads of the division, I think I had a pretty good idea of what 
was going on all the time. I believe that on the technical level I had 
no knowledge of the details, nor should I have had, but certainly 
Mr. Young is the kind of a man, when you work with him you know 
what he is doing, and that was our relationship. 

Senator Capenart. Thank you, that is all I have, Mr. Chairman. 

Chairman Brown. Senator Bricker? 
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Senator Bricker. One question, there is so much mystery about 
this thing that I can’t comprehend. A statement was made to you by 
a representative of GAO that they were going to make an example of 
some American businessman to influence Congress in an effort to get 
all businessmen out of Government, discourage them, and persuade 
the Congressmen responsible for the program. Outside of this, there 
must have been some other motive that has prompted somebody in 
GAO to carry out this investigation. Do you know of anybody that 
is out to get you for any reason at all? 

Mr. Youne. Senator, I haven't the slightest idea that I have an 
enemy in the United States, except probably one, and that is the man 
that has been convicted by the Gov ernment that I was responsible—we 
fought against the CIO and Mr. Travis was the man that finally re- 
signed from the Communist Party because we had a strike of 14 
months and he denied that he was a Communist for 12 of those months, 
then finally he made a public statement in which he resigned as a 
member of the party and stated that he didn’t understand why a man 
couldn’t be a Communist the same as anything else. And he had 
never indicated to me that he was my enemy. But I did have—when 
I was in charge of our company, when we had a 14-month strike on 
account of they wouldn't sign the contract on the Communist oath— 
that. is the only one I know ‘of that would be an enemy of mine in the 
United States or the world. I have never had any conflict with any- 
one. I would argue with people but I have never had an argument 
that didn’t end in a friendly way, except with that gentleman, and 
some of his friends. 

I wouldn’t say that they did it. I wouldn’t say that they are re- 
sponsible for it, but I would say that they are the only people that I 
know of who might be interested in seeing me personally harmed. 

Senator Bricker. Well, it is very difficult for me to understand how 
they would go out here solely with the motive of influencing C ongress 
on matters of legislation, or to discredit the program, or to do i injury 
to an individual. I have been trying to see some motive back of this 
thing, other than what has been rev ealed on the record. I am not satis- 
fied with it and, if anybody can throw any light on it, I would appre- 
ciate it very much, because it is incredible to me that a report such as 
we received, such as went in the Congressional Record was made— 
and I don’t blame Senator Williams at all, because he had a perfect 

right to rely upon the integrity and truthfulness of the reporting of 
the GAO as put in the record. There isn’t any question about it at 
all, that is the function of the GAO; the function of the GAO is first 
of all to make an honest report to the Congress of the United States 
to which they are responsible and it isn’t their job to influence legisla- 
tion. We have a right to ask them for their opinion on any matters 
that come within the province of their duties, but certainly and, un- 
doubtedly, the GAO wouldn’t go out here and deliberately try to in- 
fluence this Congress of the U nited States in something which was our 
responsibility upon all the facts, or do a lobbying job ‘through you or 
through the report on you to the Congress on legislation which was 
then before them. It just seems to me a most incredible situation. 
And then, when we asked you to go back and find out the facts, and 
for them to ascertain them and report back to the Congress, they start 
in to try to bargain with you. That is not the responsibility ‘of the 
GAO as I understand it, though I may be wrong. The precedents and 
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the history of years back may have established that that is one of 
their functions, but if that is true, undoubtedly, this is the time for re- 
organization of the GAO and a new definition of their responsibilities 
and their relationship to the Congress of the United States. 

And that is a thing that has made me curious as to what is to become 
of allthis. And nobody yet has shown me just what it is. 

Chairman Brown, Mr, Talle? 

Mr. Tatite, Mr. Chairman, I have no questions, but the same 
thought was in my mind that has been expressed by Senator Bricker. 

Chairman Brown. Mr. Campbell. 


STATEMENT OF JOSEPH CAMPBELL, COMPTROLLER GENERAL OF 
THE UNITED STATES 


Mr. Campsett. Mr. Chairman, my statement parallels in a degree 
the statement that the attorney (Mr. Lane) has just recited. I would 
like to read it, because it is what I received from my staff on what has 
happened since they appeared before you on July 14. 

At the conclusion of the ate of July 14 on the report of the 
General Accounting Office pertaining to the production and sale of 
zinc under the program for expansion of minerals-production facili- 
ties, your committee directed that we confer with the other two wit- 
nesses at the hearing, Mr. Howard I. Young and his attorney, for the 
purpose of cooperatively clarifying the answers to certain questions 
which had arisen at the hearing and on which we were not in 
agreement. 

Our staff has met with Mr. Young and his staff a number of times 
and has had very helpful discussions pertaining to certain phases of 
the report and to certain statements made by Mr. Young at the hear- 
ing, upon both of which it is believed the committee w ill be interested 
in havi ing information developed to this moment. 

Mr. Young and his attorney, Mr. Lane, have pointed out two specific 
items in the report which they feel require correction. However, they 
have indicated there may be a number of others on which fuller ex- 
planation is in order; but we have not been furnished a list of the 
other items, nor has any language been offered as a suggested 
explanation. 

We have discussed with them a number of specific points of Mr. 
Young’s testimony, some of which are quite significant, which we 
think are erroneous. 

While there are said to be a number of facts stated in the report 
upon which Mr. Young and Mr. Lane wish to furnish an explanatory 
or supplementary statement, and while we now feel there are numer- 
ous items of Mr. Young’s testimony which seem to call for correction, 
we are told that the two items referred to by Mr. Young call for 
immediate revision. 

Likewise we have fully developed two points of Mr, Young’s testi- 
mony which seem equally to require immediate revision. In reply 
to Mr. Lane’s request that the clarification on his 2 points issue forth- 
with, without waiting for a discussion of the other question, we in- 
formed him at our last meeting, on July 22, that we would consider 
explanatory language on the 2 points ‘but felt that any statement 
issued at that time should include like explanation of errors we 
thought already established in Mr. Young’s testimony. In reply to 
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this suggestion we have now been informed by Mr. Lane that any 
such approach is unsatisfactory, and he has requested that we make 
immediate changes on the two points of special interest to Mr. Young. 

In view of this attitude, which excludes other questions which we 
feel are of equal importance to the committee so that they may have 
all the facts, the further efforts to arrive at a cooperative statement 
are necessarily suspended, although we are quite ready and willing 
to take up the preparation of a full statement on all issues at the con- 
venience of Mr. Young and his attorney. 

In order that the committee may be fully apprised, the four issues 
upon which it was attempted to get some measure of agreement (aside 
from the several points in the report which Mr. Young and his attor- 
ney say are subject to amplification, and the numerous other points 
of Mr. Young’s testimony that we feel require revision) are as follows: 

1. Sale of equipment: In the case of Mid-Continent, we stated that 
the proceeds of the Government’s loan to the contractor were in part 
dissipated for the acquisition of certain mining equipment, which was 
not included in the plans at the time the loan of $325,000 was nego- 
tiated and which accordingly was not included in the contractor’s 
budget. It was pointed out that the particular equipment was ob- 
tained upon the recommendation of representatives of Mr. Young’s 
firm, American Zinc, Lead & Smelting Co. The next statement was 
to the effect that this equipment was bought from American Zinc. 

While these statements were predicated on a letter from the presi- 
dent of Mid-Continent to General Services Administration, corrobo- 
rated by other information we had, it now appears that the equipment 
was purchased from Western Machinery Co., but the fact remains that 
use of this equipment was in the interest of American Zinc, Lead & 
Smelting Co. 

Senator Capenart. I hate to interrupt, but how is it in the interest 
of the American Zinc, Lead & Smelting Co. ? 

Mr. Campsett. I am about to read it. 

Since it held an interest in the process patent for the process used 
by the machine, rather than the title to the machine itself. 

Senator Bricker. Is it the contention of GAO that they should have 
foregone any royalty or that there was anything wrong in their re- 
ceiving royalties that they said one-third of the —— 

Mr. Campse.i. There was no contention of any wrongdoing, we 
were just stating a fact, but there was a connection between the equip- 
ment that they have been discussing and the process of the zinc 
company. 

Senator Bricker. The process of smelting? 

Chairman Brown. You referred to a letter. What was that letter? 

Mr. Campsety. The letter which has been referred to in this state- 
ment was a letter dated July 18, 1953, from Mr. Maynard Clough, 
president of the Mid-Continent Mining Corp., to General Services 
Administration. 

Chairman Brown. What is the subject of that letter? 

Mr. Campse tt. It is a rather long letter. I think it is in the record. 

Senator Carrnart. Mr. Chairman, I think we had better take these 
points up one at a time. On page 11 of the GAO report, you state, 
and I am going to read it—--I will read the whole paragraph: 











T- 


r? 
te- 
rh, 


eS 


DEFENSE PRODUCTION ACT 153 


Mid-Continent could not obtain electric power and was obliged to install an 
electric powerplant, at an unanticipated cost of about $120,000. The contract 
provided for a concentrating mill of the capacity of approximately 400 tons per 
day, but Mr. Clough purchased equipment from Mr. Young’s company for a 
mill of 1,200 tons capacity, at an additional cost of approximately $60,000. 


Gentlemen, that is not a true report. 

Mr. CampsBeLL. Senator Capehart, we are withdrawing that state- 
ment in the statement I am now reading to you. 

Senator CarpeHart. Here again you said: 


Mr. Clough purchased from American Zinc on its recommendation equipment 
for 1,200 tons capacity. In consequence of these purchases, the cost of equip- 
ment was increased about $60,000. 


And there it is again. 

I would like, Mr. Chairman, to put into the record at this point a 
letter addressed to the chairman of the Senate Banking and Currency 
Committee, Senator Fulbright, from Mr. Clough, the president of the 
Mid-Continent Mining Corp. And I just want to read the letter: 


On July 8, 1955, your committee held hearings on extension of the Defense 
Production Act, and heard testimony of Comptroller General Campbell and his 
chief investigator, W. L. Ellis. On July 11, 1955, in 101 Congressional Record 
8758, Senator Williams made an attack on me and my company, the Mid-Con- 
tinent Mining Corp. Subsequently, the transcript of said hearings was made 

ublic. 

. Upon reading the transcript, I fould that Senator Williams’ attack was based 
on a report of the DMPA zinc program prepared by Mr. Ellis. I did not appear 
before your committee, nor did Mr. Ellis ever attempt to corroborate any of the 
facts he includes in his report with me. 


I would like at that point to ask Mr. Ellis, Did you have a confer- 
ence with Mr. Clough, the president of the Mid-Continent Co., to as- 
certain whether he did, or did not, purchase the $60,000 worth of 
machinery from the American Zinc, Lead & Smelting Co.? You 
can answer that yes or no. 

Mr. Exuis. I will answer “No; I never met him.” 

Senator Carenart (continuing to read letter) : 


Widespread publicity given the report has resulted in grave injury to my 
good name and reputation and has caused me serious business embarrassment. 

I wish to formally charge that W. L. Ellis deliberately and intentionally lied 
to your committee in his testimony, and attempted to mislead your committee 
with his report. At the time of his appearance and in preparation of his report, 
Mr. Ellis had available in his possession documents stating the actual facts; 
therefore, I can only conclude that his misstatements were deliberate. 

In my opinion Mr. Ellis was motivated by the bitter opposition to dollar-a-year 
men entertained by many Government employees, by the bitter opposition to any 
subsidy or tariff protection to encourage domestic production of zinc or any 
strategic mineral which can be obtained abroad, held by many Government em- 
ployees, and by the fact that General Services Administration has determined 
to pay third-party claims of suppliers of materials to Mid-Continent Mining Corp. 
in connection with the Government contract. The General Accounting Office op- 
poses this action, and an attack on Mid-Continent and me is intended, I suppose, 
to justify its opposition. 

Mr. Ellis testified that the Alice mine, West Plains, Mo., contained no zinc. 
He well knew that the Bureau of Mines and the Geodetic Survey had placed ore 
at 300,000 tons and zine at 10,000 tons, and he deliberately falsified the facts. 


I am not going to read any more of this letter, except that I ask 
unanimous consent to put it in the record. The letter is not to me; the 
letter is to Senator Fulbright. 

(The letter of Maynard F. Clough, president, Mid-Continent Min- 
ing Corp., to Senator Fulbright, chairman, Senate Banking and Cur- 
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rency Committee, and letter of transmittal from Senator Fulbright to 
Representative Brown, chairman, Joint Committee on Defense Pro- 
duction, are as follows:) 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
July 26, 1955. 
Hon. Pau Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: Attached is a letter received today from Mr. Carl L. 
Shipley, attorney for Mr. Maynard F. Clough, president of the Mid-Continent 
Mining Corp., requesting a hearing in connection with the charges made by the 
General Accounting Office. 

Mr. Shipley has asked that this letter be referred to you, as chairman of the 
Joint Committee on Defense Production, and that you accept it as request 
for a hearing before the joint committee, in order to give Mr. Clough an oppor- 
tunity to refute the charges made against him. 

Mr. Shipley said that he would have written direct to you except that he did 
not have time to write you before your meeting at 9:30 tomorrow morning. He 
therefore requested that you accept the enclosed letter as a request to you. 

Sincerely yours, 
J. W. Fursricut, Chairman. 


JULY 25, 1955. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR FULBRIGHT: On July 8, 1955, your committee held hearings on 
extension of the Defense Production Act, and heard testimony of Comptroller 
General Campbell and his chief investigator, W. L. Ellis. On July 11, 1955, in 
101 Congressional Record 8757, Senator Williams made an attack on me and my 
company, the Mid-Continent Mining Corp. Subsequently, the transcript of said 
hearings was made public. 

Upon reading the transcript, I found that Senator Williams’ attack was based 
on a report of the DMPA zinc program prepared by Mr. Ellis. I did not appear 
before your committee, nor did Mr. Ellis ever attempt to corroborate any of 
the facts he includes in his report with me. 

Widespread publicity given the report has resulted in grave injury to my good 
name and reputation and has caused me serious business embarrassment. 

I wish to formally charge that W. L. Ellis deliberately and intentionally lied 
to your committee in his testimony, and attempted to mislead your committee 
with his report. At the time of his appearance and in preparation of his report, 
Mr. Ellis had available in his possession documents stating the actual facts, 
therefore I can only conclude that his misstatements were deliberate. 

In my opinion Mr. Ellis was motivated by the bitter opposition to dollar-a- 
year men entertained by many Government employees, by the bitter opposition 
to any subsidy or tariff protection to encourage domestic production of zine or 
any strategic mineral which can be obtained abroad, held by many Government 
employees, and by the fact that General Services Administration has determined 
to pay third-party claims of suppliers of materials to Mid-Continent Mining 
Corp. in connection with the Government contract. The General Accounting 
Office opposes this action, and an attack on Mid-Continent and me is intended, 
I suppose, to justify its opposition. 

Mr. Ellis testified that the Alice Mine, West Plains, Mo., contained no zine. 
He well knew that the Bureau of Mines and the Geodetic Survey had placed 
ore at 300,000 tons and zine at 10,000 tons, and he deliberately falsified the facts. 

Mr. Ellis reported that I had purchased equipment for a 1,200-ton concentrat- 
ing mill from Howard I. Young of American Zinc at an extra cost of $60,000. 
Neither I nor Mid-Continent purchased a dime’s worth of equipment from 
Young or any of his companies. Mr. Ellis well knew it was a false statement 
when he made it. 

Mr. Ellis reported that General Services Administration contract, which I 
have, limited the concentrating mill to 400 tons. Actually, it required Mid- 
Continent to build a mill of not less than that size, which I did. Mr. Ellis had 
a copy of the contract and deliberately misrepresented this vital fact. 
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Mr. Ellis reported that I squandered the Government’s money. He well knew 
that every cent of Government money was expended under the supervision 
of and only on counter signature of a Government official. Mr. Ellis deliberately 
falsified this fact. 

These are but a few of the glaring misstatements of fact contained in the 
report. I request an opportunity to appear before your committee in public 
hearing so that I can refute the allegations of the report, page by page. Once 
the facts are before you, I shall suggest that Mr. Ellis be cited for contempt 
of the Senate for filing such a patently false report without justification. 


MAYNARD F., CLOUGH, 


President, Mid-Continent Mining Corp. 
Cart L. SHIPLEY, 


His attorney. 


Senator CareHartr. And I would like to ask Mr. Clough if he wrote 
this letter ? 


Mr. Clough, will you identify yourself for the record ? 


STATEMENT OF MAYNARD F. CLOUGH, PRESIDENT, 
MID-CONTINENT MINING CORP. 


Mr. CLroven. Iam Mr. Clough, Maynard F. Clough. 

Senator Carenarr. I hand you this letter, and ask if you wrote this 
letter and if this is your signature / 

Mr. CLovex. That letter handed me by the Senator was prepared by 
my attorney, Carl L. Shipley, National Press Building, Washington, 
D. C., and signed by myself and Carl L. Shipley. 

Senator CapeHart. Are the facts as stated in this letter, to the best 
of your knowledge and belief, correct / 

Mr. Croven. Yes. 

Chairman Brown. Have you got your statement here ’ 

Mr. CioucH. No, sir. 

Senator Capenart. Mr. Clough, you stated in that letter that Mr. 
Ellis had the facts in his possession. Can you prove that ? 

Mr. CLoueH. Yes, sir. 

Senator Carenarr. Have you got any documentary proof ? 

Mr. CLoven. Yes. 

Senator Capenartr. Would you care to read it ? 

Mr. Croveu. It is mutual, GSA requesting cancellation of our con- 
tract for the providing of slab zinc. We, Mr. Chairman, are trying 
to cooperate. 

Senator Capenart. Let me ask you this: Isn’t it a fact that the 
Kansas Senators and Representatives introduced private claims bills 
in the Congress for you ? 

Mr. CLoucH. No, sir. 

Senator Carenart. They have for MacArthur? 

Mr. CLtoueu. That I don’t know about. 

Senator Capenartr. Why can’t we get the proof here? 

Chairman Brown. Did the GAO oppose that ? 

Mr. Coven. Yes, sir. 

Senator Capenart. Let’s have the proof that Mr. Ellis had in his 
possession the facts, as you so stated in your letter. 

Mr. Croven. Mr. Chairman and Senators, Mr. Ellis has testified 
that any statements made by him or his representatives were all 
documented. 

Senator Carenartr. We would likt to have the proof that Mr. Ellis 
had in his possession, what you call the facts. 
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You may go right ahead. 

Mr. Cioven. Mr. Ellis stated to the Senate Banking and Currency, 
and to you gentlemen, I believe, one or the other, that any statements 
which he and his representatives made—— 

Chairman Brown. Talk a little louder. 

Mr. Crovex. Mr. Ellis stated that any statements made by himself 
for his representatives were documented. Obviously, the files of the 
General Services Administration had to be made available to Mr. Ellis 
or his representatives, or the records would show in the General Serv- 
ices Administration’s files, and do show, that each individual purchase 
of equipment had to be vouchered and submitted to Kansas City 
regional office of the General Services Administration and that any 
checks drawn on the company account, First National Bank of St. 
Paul, could not be sent out without said voucher being audited and 
signed, said checks being signed, by either Mr. Holloway, regional 
director of the General Services Administration, or Mr. Lou Timmons, 
regional comptroller of the Kansas City General Services Administra- 
tion office. 

Does that answer your question ? 

Senator Carpruart. Are your points being that Mr. Ellis had access 
to the records of GSA, the General Services Administration ? 

Mr. CLouen. Yes, sir. 

Senator CapeHart. And all he would have had to have done would 
have been to go there and see that no money was paid to the American 
Zine, is that right, in the amount of $60,000 ? 

Mr. CiouenH. Yes, sir. 

Senator Carppuart. And your thought is that he did not do it? 

Mr. Cioueu. Yes, sir. I leave that to you gentlemen’s judgement, 
whether he did or did not. 

Senator CapeHart. Did Mr. Ellis or any other investigator ever 
talk to you about the matter at any time? 

Mr. Crovueu. Yes, sir. 

Senator Capenart. They did talk to you about the matter ? 

Mr. Cioueu. Yes, sir. 

Senator Capenart. Did they ask you at any time whether you did 
or ad not buy $60,000 worth of equipment from Mr. Young’s com- 
pany ? 

Mr. Ciovuen. Yes, sir. 

Senator Carenart. What did you tell them at the time? 

Mr. Cioueu. That I had not bought one dime of equipment. 

Senator CareHart. Do you remember the name of the investigator 
to whor.: you told that ? 

Mr. CLoven. One gentleman is present, I believe, Mr. Sinclair. 

Senator Capenart. Mr. Sinclair. Did Mr. Sinclair ask you if you 
bought $60,000 worth of equipment from Mr. Young’s company? 

Mr. Cioueu. He asked me if I bought any equipment. 

Chairman Brown. Senator Capehart, my understanding is this 
took place after the hearing. 

Mr. Cioueu. No, sir. 

Chairman BrowN. You mean you told the—— 

Mr. Croven. This was last year, Mr. Chairman. 

Senator Carenart. This was while they were making up their 
report, Mr, Chairman. 

Chairman Brown, All right. 

Senator Carenart. Is Mr. Sinclair in the room? 
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STATEMENT OF RICHARD G. SINCLAIR, INVESTIGATOR, GENERAL 
ACCOUNTING OFFICE 


Mr. Srncuarr. Yes, sir. 

Senator Caprnart. Did you talk to Mr. Clough about this matter? 

Mr. Srnciarr. We talked to Mr. Clough about the equipment he 
puchased, yes, sir. 

Senator Capenart. Did you ask Mr. Clough pointblank if he 
bought $60,000 worth of equipment from the American Lead & Zinc? 

Mr. Srncuair. No, sir, we did not. 

Senator Caprnart. You did not? 

Mr. Srnciatr. No, sir. 

Senator Capenart. He says you did. 

Mr. Crouen, I said they asked me if I bought equipment from 
American Zine. 

Senator Carenart. I see. And you told them you did not? 

Mr. CiouGu. I told them I did not. 

Senator Bricker. You say you did not ask him? 

Mr. Sinciair. The memoranda covering our interview, Senator, to 
the best of my recollection, does not make reference or cover a ques- 
tion directed to Mr. Clough which would have developed the point 
that he purchased equipment from American Zinc. 

Senator Bricker. If you did not ask him that, why didn’t you, be- 
cause it is an important part of this report 

Mr. Srnciarr. We asked him the source of his equipment, where he 
had purchased it. 

Senator Bricker. What did he tell you? 

Mr. Srncuarr. He named a number of sources and he named a 
number of different pieces of equipment. It was not clear to us at the 
time just exactly what types of equipment that he was referring to 
because we saad not get a clear statement from him. 

Senator Carenart. Yes, but it says here on page ii of your report, 
and I am going to read it: 

Mr. Clough purchased equipment from Mr. Young’s company for a mill of 
1,200 tons capacity at an additional cost of approximately $60,000. 

Now the reason I am laboring this point is, to me it is the most 
serious part of the allegation against Mr. Young, because if it was 
true that he approved a loan of $325,000 to the Government and 
immediately had his company sell them $60,000 worth of equipment, 
thereby benefiting by $60,000, and that company later went broke, 
and the Government lost $325,000, that would be a serious thing. 
That is why I am laboring this point. Now the matter of good judg- 
ment or bad judgment or whether we had too much or to little of 
zine is purely a matter of judgment, but here, to me, was the crux 
of your whole report. 

You stated emphatically on page ii, and other places, that they 
did purchase $60,000 worth. Now to me that is a serious charge 
against Mr. Young. When we started, I had no way of knowing 
whether it was true or whether it was not, and I haven’t any way of 
knowing yet, excepting what you gentlemen tell me. 

That is all, Mr. Clough. 

Senator Bricker. Just a minute. You _ you have a memorandum 
of the discussion with Mr. Clough in your files? 
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Mr. Sincuiair. Yes, sir. 

Senator Bricker. Will you produce that for the record ? 
Mr. Srncuair. Yes, sir. 

(The following was received for the record :) 
































JANUARY 17, 1955. 
To: File. 
From: Joseph Gregory. 
Subject: Mid-Continent Mining Corp.—interview of Mr. Maynard Clough, presi- 
dent of Mid-Continent Mining Corp. 
File No.: I-183899. 

Mr. Maynard Clough, president of Mid-Continent Mining Corp., was inter- 
viewed in the GAO on January 12, 1955, in order to determine where he purchased 
the mill equipment for Mid-Continent. 

Mr. Clough said that an analysis of ore samples was made by the American 
Cyanamid Co., of Stamford, Conn., and American Lead & Zinc Smelting Co., of 
Mascot, in order to determine the type of equipment necessary to process the ore 
from the Mid-Continent Mine. Based upon the analysis, a plan was drawn for 
the type of equipment to be used. 

Mr. Clough said that Mr. Butler went with him on a trip to Baltimore and 
Pennsylvania ; however, no equipment was purchased on the trip. 

Mr. Clough also said that Mr. Howard Young recommended that he employ 
a Mr. Yahn, a former employee of the American Lead, Zinc & Smelting Co., 
which he did. Clough said that Yahn was of no use to him as he was not a 
shrewd bargainer when it came to buying used equipment. 

Clough stated that due to his limited amount of money he had to go out and 
buy used equipment and beat down quoted prices. He said that some of the 
purchases were made from the following sources : 

1. Brown & Root—Euclids ; compressor costing about $2,000. 

2. Western Knapp Engineering—heavy media costing $25,000. 

3. General Steel at Joplin (purchases on a 10 percent basis through Mr. 
Kirk): 

(a) Primary and secondary costing $30,000 
(b) Golden cycle flotation plant 
(c) Airken classifiers and long nose 

4. Fred Sebastian, agent for power units: An employee of Atkins Armature 
Works, Pittsburg, Kans., recommended the purchase of the units after inspect- 
ing them. Cost $17,000 or $18,000. 

Mr. Clough also said that during the preliminary negotiations the question 
of a manager for the operation was introduced by Mr. Howard Young. Mr. 
Young at this time stated that an employee of DMPA, a Mr. Butler, would be 
a good man for the position, if he could be induced into accepting it. Mr. 
Clough said that he asked Butler if he would accept the position, and after 

sutler discussed it with his wife, said that he was interested. However, this 
fell through when he, Clough, was not able to get the plant into operation. 

Clough also said that just before the contract was executed, the plan was to 
finance the operation through a V-loan. This, he said, was Jess Larson’s sugges- 
tion. Clough said that he called his bank at St. Paul, Minn., and secured approval 
over the telephone from this bank. Clough said that Howard Young called him 
that very night to his (Young's) hotel suite to discuss the V-loan and suggested 
that it be made through a bank in St. Louis of which he, Howard Young, was a 
direetor. Clough said he went to St. Louis and contacted Howard Young’s son, 
Richard, and went to the bank to get the loan. This plan fell through, Clough 
said, when the hank called GSA and talked to Mr. John Ford, who said there was 
no contract and so roured cold water on the deal. 

Clough als» said that the Government at the present time does not have 
access to the property on which the plant is built and the only way to get anything 
out of this is for the Government to come to an agreement with him before either 
of them get anything out of this thing. 
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J. GREGORY. 


Senator Bricker. And in that discussion with him, you did talk 
about the purchase of machinery, but did not talk to him about the 
purchase of any machinery from the American Zine & Lead ? 

Mr. Stnciair. That is right, Senator. 

Senator Bricker. Why didn’t you talk to him about that if that was 
to be the basis of your charge ¢ 
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Mr. Sinciair. At the time, Senator, my recollection is that it was 
not the basis for our charge. 

Senator Bricker. When it became the basis of the charge, why 
didn’t you go back to him and discuss it with him further to ascer- 
tain the truth ¢ 

Mr. Stxciarr. I have no answer for that, sir. 

Senator Caren rr. Let me ask you, are you convinced now that they 
did or did not purchase $60,000 worth of equipment from American 
Zinc, Lead & Smelting Co. ¢ 

a Srvciair. We are now convinced that they did not purchase 

; yes, sir. 

 Gehbene Carenarr. They did not. 

Senator Bricker. And you could have found out the facts at that 
time had you desired to do so? 

Mr. Srnctarr. Apparently we could have, sir. 

Mr. Werrze.. Mr. Chairman, might we ask Mr. Clough a question 
here ¢ 

Chairman Brown. All right. Come around, Mr. Clough. 

Mr. Werrze.. This is Frank H. Weitzel, Assistant Comptroller Gen- 
eral, speaking. 

Chairman Brown. What is the question you want to ask? I will 
ask the question. 

Mr. Werrzet. We would like to know what Mr. Clough has to say 
about the underlined portion of that letter which is in our files from 
the General Services Administration files, in which he points out that 
American Zine had made available this machinery. Now that was 
what we based our conclusion on, that and other information we had, 
that he had purchased it. 

Hindsight dictates that we should have followed up and analyzed 
it further. However, I would like that read into the record to see if a 
fairminded objective person would draw the conclusion that he pur- 
chased it, or how he did get it. 

Senator Bricker. Just a minute, Mr. Chairman. 

Chairman Brown. Senator Bricker? 

Senator Bricker. We have that letter in the file. That was put in 
the file. 

Mr. Werrzet. We have that in the record 

Senator Bricker. And it is the basis of that charge. 

Mr. Werrze. It is, sir. One question 

Senator Bricker. And you could easily have ascertained the truth 
of that by going either to Mr. Clough or to Mr. Young. 

Mr. Werrzex. Senator, the personnel who were working on the re- 
port saw no need for further inquiry because they drew the conclusion 
from Mr. Clough’s letter that he had purchased this from American 
Zine, 

Now it turns out that that conclusion was erronous. However, I 
am not sure LT would not have drawn the same conclusion myself at 
that time. 

Senator Bricker. It might be but GAO in making a charge of this 
kind, is supposed to be absolutely accurate, when reporting to Con- 
gress as to the facts. I would not take a statement like that in a 
letter unless I checked it, and we do not expect you to. 

Mr. Werrzei. Senator, we pride ourselves on that. 
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Senator Bricker. Now, hindsight, you say, is better than foresight. 
That is true. You might have been justified in jumping at a conclu- 
sion. But certainly you did jump at the conclusion in this matter, 
the facts of which could have been ascertained by careful examination. 

Mr. WerrzeL. We certainly did jump at the conclusion, Senator, 
and I think a reasonable man, even a lawyer—and you and [ are both 
lawyers—could have drawn that conclusion. 

We do pride ourselves on our objectivity and our accuracy. We 
regret any errors that have turned out in this report. But the errors 
are not only on one side. 

Chairman Brown. This letter is in the record. (See p. 78.) 

Senator Carenart. I would like to read that paragraph. This is 
a letter from the Mid-Continent Mining Corp. to the General Services 
Administration, of July 18, 1953, that this gentleman wishes to go 
into the record. It is written by this gentleman here, at least, it is 
supposedly. He signed it. 

We wish to point out that in agreeing to attempt this job with said $325,000 that 
we did so on the basis of a 400-ton daily capacity plant with jaw crushers for 
primary and secondary and roll crushers for fine crushing preparatory for the 
ball mills. Because of the metallurgical work done by the American Zine on 


our ores, and on their advice, we produced, first, a heavy medico separation plant 
which they had available and recommended that we purchase. 


This plant is presently installed at the Alice mine, and in conjunction there- 


with, on their recommendation, we purchased Simons crushers for secondary 
and fine grading, replacing the secondary jaw and roll crushers with a 1,200-ton 
resultant daily capacity, as against the original 400-ton daily capacity. This 
change in our flowsheet increased the cost of our equipment and plant by approxi- 
mately $60,000, of which we have paid out of the $325,000 advance approximately 


$41,500, including allocable construction, installation, repairs, reconditioning, | 


and material. 


Well, now, is that the basis from which you arrived at the conclu- | 


sion they bought $60,000 worth of equipment ? 

Mr. Werrzet. That and other information, Senator, which we ob- 
tained in the course of our investigations. 

I would like to say that at that time we did not think this was a 

aramount issue, the all-important point, nor do we now. We think 
it has been exaggerated out of all proportion, and perhaps we con- 
tributed to that in the earlier testimony. If so, we apologize for that 
contribution. But it is not the only important point in the report. 

Senator Caprnuart. I said a moment ago it was the biggest thing. 
You say you do not think it is. 

Mr. Werrzet. That is correct, Senator. 

Senator Carrnart. You do not think it is a big thing, and you do 
not think, then, just a deliberate representation—you now admit that 
they did not do it—that they were wrong, and they could have ascer- 
tained the facts if they wanted to, amounts to anything ? 

Mr. Werrzev. With all due deference—— 


Senator Carpenart. You do not think if you come up here and mis- [ 


represent to the Congress that that amounts to anything? 

Mr. Werrzev. If it was a misrepresentation, it was completely un- 
conscious, and we would not be doing our duty if we made a deliberate 
misrepresentation. 

Senator Carruart. Why haven’t you already withdrawn your alle- 
gation and admitted you made a mistake ? 

Mr. Wetrze.. Senator, we withdraw it right here, but we are also 
pointing out that this thing has gotten out of perspective on both 
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sight. |} sides. There have been a great many statements made that need 
meclu- | going into. This is only one. 
atter, Senator Carenart. Have you some additional information you did 
ation. |} not have in these reports / 


nator, Mr. Werrze.. We have some additional comments we did not have 
» both fF in the report, Senator; yes. 

Senator Capenarr. Mr. Clough, what did you mean when you 
- We § wrote that letter and made those statements ¢ 
srrors Mr. Crouen. I explained this to 7 gentlemen, I believe, I counted 

from GAO 1 week ago last Friday. 

Chairman Brown. What date was that, last Friday ¢ 
his is Mr Cuiovuen. A week ago, Mr. Chairman. 
rvices Mr. Werrzet. Mr. Chairman, that was after the hearing. 
to go Chairman Brown. That was after the hearing. 
. it is ff Mr. Crioven. Yes, sir. 

I knew nothing of this until these charges and allegations. No one 
0 that called me until a man from Cleveland, Ohio, saw an article in the 
rs for paper. Then, 2 folks from Washington saw it in the paper, called 
‘or the me and asked me if it was true, Mr. Chairman, naming the allegation 
inc on ) that I had purchased $60,000 of machinery for the Alice mine to carry 
1 plant | out DMP contract 15 from American Zine for $60,000. 







































there- fi Chairman Brown. Now, can you answer Senator Capehart’s ques- 
mdary |} tion? What did you mean by that paragraph in that letter‘ 
200-ton Ff Mr. Ciovuen. Yes, sir. 

This 


Chairman Brown. All right, answer that, please. 

pproxi- | G 7 ae : 
mately || Mr. Croven. The point I was bringing out, Mr. Chairman, was 
ioning, |) that I knew nothing about it until I arrived in Washington and they 

) asked me—they showed me this letter, and this is the explanation I 
ynelu- / gave GAO. 

In carrying out one of these contracts, you are responsible to report 
ve ob- || to the regional office that is servicing one of these contracts. This 

was a report to the regional office of the General Services Adminis- 

was a |, tration. They underline: 


think Ff Because of the metallurgical work done by American Zinc * * *, 


: aise Now, if they had examined the record, they would have found also 
a American Cyanimid Co. and the Bureau of Mines. I should have 
ee added that, probably, although I see no reason to apologize. I told 
thing. 

5 the truth. 


Because of the metallurgjcal work done by American Zine on our ores, and on 
their advice, we procured first a heavy medica separation plant, which they had 


ou do available, and recommended the purchase. 


t that 


ahaa. The words “they had available” meant and mean that a machinery 


company had offered them, in this case, the Western Machinery Co. 

The American Cyanimid Co. first informed me about it. 

I handed the GAO representatives a letter which they were going 
to have photostated. Could I please have that original letter back, 
Mr. Ellis? 

Mr. Exuis. I am not familiar with what you are talking about. If 
we have a letter that belongs to you, of course, we will give it back. 
This is the first I have heard about it. 

Chairman Brown. Why do you want the letter? 

Mr. Croven. I want to submit it, Mr. Senator and Mr. Chairman. 
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Mr. Ex.is. Wait just a minute. My staff advised me that that was 
returned already to your attorney by mail. If you do not get it for 
any reason, let me know. 

Mr. Cirouen. Thank you. 

Senator Capenarr. That paragraph was not clear as from whom 
you purchased the machinery. 
~ Mr. Crovuen. If it was not clear, Mr. Senator, they did not see fit 
to check with me, in the face of the fact, that in addition to Mr. 
Sinclair and his partner calling me down in the forenoon to the main 
office 

Senator Capenartr. How long ago was that ? 

Mr. Croven. Last year. 

Senator Capenart. That was when they were making this inves- 
tigation ? 

Mr. CiovecH. Yes, sir. 

In the main office of the General Accounting. I came down the 
forenoon and 

Senator Capenarr. Did they confront you with that letter at the 
time ? 

Mr. Cioueu. No, sir; they did not. I was there through the lunch 
hour. They were kind enough to take me down to the cafeteria. I 
bought, I believe, my own ham sandwich. 

Chairman Brown. Let’s get back to the matter at hand. 

Mr. Cioucu. Yes, sir. 

In addition to that, Mr. Chairman, last year also, I asked Mr. Ellis 
this forenoon what two of his operators interviewed me at West Plains. 
He could not answer me. He had one name that he thought very 
possible. 

They interviewed me for between 2 and 3 hours in West Plains, Mo., 
and they asked me the same question: Did I buy the machinery from 
American Zinc or did I buy machinery from any company that I knew 
Mr. Young was interested in, or American Zine was interested in. 
The answer was: “No, sir.” 

Senator Bricker. When was that interview ? 

Mr. Crovueu. That was last year, Mr. Senator. 

Now this investigation, Mr. Chairman, apparently has been pro- 
ceeding and being built up for many months—— 

Chairman Brown. Off the record. 

(Discussion off the record.) 

Chairman Brown. On the record. 

Senator Carenart. Did you finish? Will these go in the record? 

Chairman Brown. They will go into the record. 

(The letters are as follows :) 








CONGRESS OF THE UNITED STATES, 
JOINT COMMITTEE ON DEFENSE PRODUCTION, 
July 21, 1955. 
Mr. Cart L. SHIPLEY, 
Attorney at Law, 
National Press Building, Washington, D. C. 


DeaAR Mr. SHIPLEY: I wish to acknowledge your letter dated July 19, 1955, 
enclosing information with regard to the Mid-Continent Mining Corp., which you 
request be included in the record of the committee. 

While the statement should have been filed at the committee hearing, I am 
sure the committee will be glad to include your statement as part of the commit- 
tee record. 

Sincerely yours, 


PAUL Brown, Cheirman. 
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WASHINGTON, D.C., July 19, 1935. 
Hon. Paut Brown, 
Member of Congress, Chairman, Joint Committee on Defense Production, 
House Office Building, Washington, D.C. 


DEAR CHAIRMAN Brown: Attached is a letter sent in error to Senator Robert- 
son. I trust you can make it a part of the record. 
With good wishes, I am, 
Very truly yours, 
Cart L. SHIPLEY. 


WASHINGTON, D. C., July 18, 1955. 
In re Mid-Continent Mining Corp. 
Hon. A. WILLIs Ropertson, 
United States Senator, Joint Committee on Defense Production, 
Senate Office Building, Washington, D. C. 


Dear Sir: As attorney for Maynard F. Clough, I am writing at his direction 
to call the attention of your committee to certain misstatements of fact con- 
tained in a report on Mid-Continent Mining Corp. prepared by the General Ac- 
counting Office and submitted to your committee recently. 

Mr. Clough is of the opinion that these misstatements are deliberate and 
have been submitted to mislead your committee. He can only speculate as to 
the purposes of GAO in preparing and submitting such a report, but three 
reasons suggest themselves: First, Mr. Clough has a claim pending against 
the Government for sufficient moneys (about $250,000) to pay the third parties, 
who, in reliance on the good faith of the Government, supplied goods and 
services to the Mid-Continent Mining Corp. The GAO opposes that claim while 
GSA approves it. Secondly, many career civil servants oppose dollar-a-year 
men, and wish to discredit them. Thirdly, many persons in Government oppose 
any subsidy or tariff protection for zinc. They prefer that the United States 
be dependent on foreign sources for strategic minerals. 

Although Mr. Clough has been available at all times, the GAO made not the 
slightest effort to corroborate the facts on which its report is based. Nor did 
the GAO go to Mr. Howard I. Young. Further, the exhibits themselves refute 
some of the statements in the report. 

For instance, exhibit 10, sheet 1 of the report indicates that Mid-Continent 
was to construct a concentration mill of not less than 400 tons. Yet on pages 
11, 13, and 19 the GAO report suggests that Mr. Clough violated the contract 
limitations and built a larger mill at greater cost. As a matter of fact, there 
was no such limitation. And, in any event, Mr. Clough only purchased equip- 
ment for a 400-ton concentration mill. 

The report repeatedly states Mr. Clough purchased equipment from American 
Zine at $60,000 additional cost. This is a false statement, and the slightest in- 
vestigation would have so revealed. 

Mr. Clough denies the allegations of incompetence and mismanagement in the 
report and challenges the criticism of his personal integrity. These are un- 
supported opinions based on false facts. Every dime of Government money was 
expended on the countersignature of Government officials. 

Actually, Mid-Continent employed Western-Knapp Engineering Co., one of 
the most outstanding mill designers in the world, te design and advise on the 
proposed zinc mine. He also used the services of American Cyanamid Co., one 
of the outstanding metallurgical eoncerns. 

The whole substance of the GAO report is an attack on dollar-a-year men, 
on the zine stockpiling program, and it is an attempt by GAO to prejudice Mr. 
Clough in his claim against the Government. He requests that his objections as 
herein stated be included in the record as a correction to the GAO report. In 
fairness, he requests that this letter be inserted in the Congressional Record, 
as was the original GAO report. 

With good wishes, Iam, 

Very truly yours, 
Car. L. SHIPLEY. 


Chairman Brown. Mr. Campbell, will you finish now, please. 
Any questions that we may have to ask you, we will ask after you 
complete your statement. 

Mr. Camppeti. The second point is on the matter of freight. 
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The statement was made in the testimony and the report that the 
arrangement for smelting in the American Zine works near St. Louis 
was not in the Government’s interest and discriminated against other 
smelters located at points closer to the mines. Mr. Young points out 
that for final delivery from the mines to stockpile in the St. Louis 
area, total freight charges applicable to slab zine produced at Ameri- 
can Zine’s plant would be slightly lower. However, his conclusion 
that this would result in a saving to the Government does not follow. 

The necessity for contract provision for delivery in the St. Louis 
area has not been established, since other Government stockpiles were 
located elsewhere, at least one of which was within a very short dis- 
tance from an available smelter. Furthermore, the cost to the Gov- 
ernment for slab zinc delivered to the stockpile from any smelter in 
the area apparently was the same as for delivery from East St. Louis, 
Ill., inasmuch as the Tri-State smelters are in competition with those 
in the St. Louis area. 

Mr. Young’s testimony is quite firm and repeated to the effect that 
we did not interview him at any time on the subject of this report. 
The committee, it will be recalled, took occasion to question us at 
some length as to our procedure in that regard. In fact, it is our 
definite statement that Mr. Young and other officials of his company 
were interviewed on January 25, 1954. The questions developed 
background on the transaction and points of the connection between 
American Zinc and the borrower, Mid-Continent. It is not, however, 
represented that the particular issue as to the source of the heavy 
media separator was then discussed. 

Mr. Young’s testimony as to the direct contracts between American 
Zinc, or its parent company, and the Defense Materials Procurement 
Agency is very clearly and unequivocally to the etfect that no such 
binding arrangements were entered into during his tenure as Deput 
Administrator. This, of course, was erroneous as he has now agreed, 
since two such contracts for the sale of zinc were entered into during 
this period. In at least one of such contracts it is evident the nego- 
jiations leading up to the contract may have antedated his appoint- 
ment; but the contract itself was signed a month after the date of 
his acceptance of the position. 

Representative Tate. May I ask a question / 

When was the investigation begun by the GAO? 

Mr. Exuts. I will answer that. This investigation was in two 
parts. The early allegations were considered and received in our 
Kees City office a year ago last winter. I cannot give you the exact 
date, but it was roughly along a year ago last winter, and was worked 
on at various times for 2 or 3 months. Then we transferred the file, 
transferred the report, to our Washington staff because the major 
part of the inquiry seemed to be here at GSA, rather than in Kansas 
City. 

During that period of transfer, for some months, it was not worked 
on at all, because I had too many other cases to work on. So, we did 
not pick it up again until last fall, and at that time I had one man 
on it. 

I do not want to differ with Mr. Clough. I am not differing with 
him at all, really. It is true we have a lot of people up here. I had 
one man on this until very recently, the occasion of the hearings. 

We started it again last, I believe, September and October. 
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Representative Tatte. Perhaps you can supply for the record as 
nearly as possible the exact date when it was ‘ 

Mr. Extis. I can give you the exact date, or anything else about 
it. I can do that. 

Senator Bricker. One other question, Mr. Chairman. 

Were the original allegations made a year ago last winter in writing ‘ 

Mr. Exuis. I do not believe so, Senator, but I could not tell you for 
sure right now. 

Senator Bricker. If they were, will you get them and present them 
for the record ? 

Mr. Euuts. Yes, sir. 

(The information requested is as follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, August 16, 1955. 
Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States. 

Dear Mr. CHAIRMAN: During the course of the testimony of representatives 
of the General Accounting Office before the Joint Committee on Defense Produc- 
tion at the executive session on July 27, 1955, Congressman Talle requested that 
we supply for the record the date when our investigation of the Mid-Continent 
Mining Corp. was begun (p. 321 of the transcript). Herewith, for insertion in 
the record, is a copy of the pertinent portion of a memorandum dated December 
18, 1953, setting forth the basis for the investigation and that it was initiated 
by our Kansas City office on December 14, 1953. 

At the same session Senator Bricker requested that we submit for the record 
the memorandum of the interview with Mr. Clough by our representative, Mr. 
Sinclair (p. 310 of the transcript). There is attached for the record a copy of 
a memorandum dated January 17, 1955, reporting on that interview. 

If the committee desires any further information, please do not hesitate to call 
on us. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DrEcEMBER 18, 1953. 
Office memorandum. 


To: Assistant to Chief of Investigations, General Accounting Office, Office of 

Investigations, 

From: IC, Kansas City, Mo. 
Subject: Request for I-number on assignment originating in the field. 

Please assign an I-number for the following assignment : 

1. An investigation is being undertaken regarding Contract DMP-15, dated 
August 21, 1952, between the US and Mid-Continent Mining Corp., West Plains, 
Mo. The contract provides for production by Mid-Continent of zine concentrates, 
to begin July 16, 1953, at a guaranteed price of 16¢ a pound. Contractor was to 
produce 250 tons of zine a month, not to exceed a total of 7,400 tons. A “Blan- 
ket” mortgage on the contractor’s several small mining site products was taken 
in favor of the Government on its advance of funds in the amount of $325,000. 

$y March 1953, 97 percent of the $235,000 was used, but the plant was only 55 
percent complete. On July 3, 1953, contractor walked off of site; activities 
ceased; working force dwindled to four employees; payroll indebtedness ac- 
crued about $20,000; mortgaged property was taken by certain employees for 
part payment therefor, etc. 

It appears that the contractor is, in fact, insolvent, but it is understood that he 
has requested an additional advance of $250,000 at the Washington level to con- 
tinue operations. Our informants tell us that there is little possibility of suc- 
cess, and we believe that we should strike now before there is a further waste of 
yovernment funds. We have learned of several other contracts in our area 
which have some peculiarities connected therewith that should be gone into. 
Perhaps this will be done after this particular investigation has been 
completed. * * * 
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2. The assignment was begun in Kansas City by making a study of the con- 
tract, records, reports, ete., on December 14, 1953. 
3. Target date for initial assignment is tentatively set at February 1, 1954. 


D. L. MELVIN. 
Received stamp, General Accounting Office, Investigations, December 30, 1953. 


Senator Bricker. Who made them? 

Mr. Evuis. Yes; if I can be assured that part will remain in the 
confidential record of the committee. 

Senator Bricker. It is executive session. 

Who made those allegations ? 

Mr. Exuis. I could not tell you immediately. 

I would certainly like to tell you, gentlemen. However, while we 
are actually in executive session, it would be distinctly improper and 
unethical for me to tell you here. 

Senator Bricker. Go ahead. 

Mr. Exuts. I certainly would like to tell you. 

Chairman Brown. You can tell the Senator confidentially yourself. 
Would you do that? 

Mr. Exits. I would like to very much. 

Chairman Brown. All right, go ahead, Mr. Campbell. 

Mr. Camppe.u. Mr. Chairman, we are not aware of any other point 
contained in our reports or testimony on which any further elabora- 
tion by us is called for. However, there remain a number of im- 
portant questions raised by the report itself and others from Mr. 
Young’s testimony which do not seem to have been considered at the 
hearing. 

The claims made before your committee to the effect that Mr. Young 
did not participate in the actions leading up to the granting of these 
loans reported upon is quite contrary to the plain facts of record as 
shown by the report, and if the committee wishes to examine this ques- 
tion a number of witnesses could, of course, be called to testify to the 
extent of that activity. 

In any event, it should be emphasized that quite apart from any 
question of conflict of interest raised in the report, several serious 
questions remain for consideration; for example, what action, if any, 
is being considered to require realization upon the undertaking of 
the American Zinc, Lead & Smelting Co. to advance $75,000 toward 
this project; and (2) what basis there may be for any payment by the 
General Services Administration of further claims of upwards of 
$100,000, comprising other debts owed by Mid-Continent to suppliers 
and others. 

In closing, Mr. Chairman, I would like to say that I, personally, 
have no reason to think that Mr. Young did not believe he was acting 
in good faith and well serving his country. 

On the other hand, the investigation report under discussion does 
raise the question whether or not sound principles of public adminis- 
tration were exercised. 

I am not taking any position on that; I think that is your responsi- 
bility. 

Senator Carenarr. Mr. Chairman, may I ask this question ? 

Chairman Brown. Senator Capehart. 

Senator Carrnarr. You say that on January 25, 1954, that your 
boys did consult with Mr. Young about this matter? 

Mr. Exxis. Yes, sir. May I answer? 
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Mr. Campseyt. Excuse me. First of all 

Senator Carenarr. Mr. Young, you have testified they never talked 
to you about it. 

Mr. CampseE.u. The answer to your question, Senator, is “Yes,” 
I read that, January 25, 1954. 

Senator Carenart. Is that true, Mr. Young? You previously testi- 
fied they never discussed this matter with you. 

Mr. Youne. They did not discuss the subjects that I had been 
charged with. I found, as you have been advised, that they had an 
appointment with our chief engineer, Charles Dobell, and with Mr. 
Griffith, who happens to be here, and in the course of their visit there— 
1 do not know whether I dropped in where they were, or whether they 
came into my office—if they asked me any questions at all, I do not 
remember what they were. Furthermore, I said, “If you don’t get all 
the information you want from these gentlemen, let me know.” 

Then, all they asked for was in connection—they wanted copies of 
some contracts. They wanted copies of the drill records, Mr. Dobell 
had the drilling done down on the property, and other engineering 
data from Mr. Dobell, and he gave me a memorandum. I think Mr. 
Griffiths, who is here, sat in on the conference. 

Senator Capenarr. Are any of the gentlemen here from GAO that 
were out there in St. Louis? 

Mr. Exuts. I did not bring them in. They are attached to our 
Kansas City office. 

Senator CarprHartr. Did you understand what Mr. Young said to 
be substantially true? 

Mr. Exuis. No; I don’t. I do not mean to say I disagree, because 
I am sure Mr. Young believes he is telling the truth. I think we are 
taxing his memory unreasonably, and I do not want to bring it out 
of proportion. It was a year ago last January. 

Senator CapeHart. Do you know of your own accord that he is 
not being factual? Were you present ? 

Mr. Exuis. No. What I have is a four-page memorandum which 
1 got from my office in Kansas City, on which 

Senator CaprHart. Do you have that there? Let me see that. 

Mr. Exits. This is a copy. 

Senator CaprnHarr. Where does this record state he was present? 

Mr. Exxis. Interview with Howard I. Young, president of Amer- 
ican Zine & Smelting Co. Pages 2, 3, 4; questions 4, 5, 8, 10, and 13. 

However, please let me emphasize that I do not mean to say Mr. 
Young is not telling the truth. Iam sure he is. I do think there is a 
lapse of memory which certainly I would be subject to in a year and a 
half. 

My people who wrote that memorandum are equally upstanding 
citizens as Mr. Young, and they are equally reliable. They wrote that 
memorandum from their notes made at the time of the interview. 

I do not, however, want to overdo the point, because, as we said, as 
the Comptroller General said a minute ago, we did not represent that 
particular question about the sale of equipment was discussed. And 
that was the topic, I think, if you recall, which brought up the issue. 
I do not claim that issue was discussed. 

Many other issues were discussed, and it is just incredible that it 
can be established that the questions of the report were not themselves 
discussed. They obviously were. 
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And, if the committee wishes to make a full consideration of that 
problem, I will have our two people from Kansas City come in here 
and you may ask them. I did not regard it as serious enough to 
undertake that expense. 

Chairman Brown. Are you through, Senator? 

Senator CapeHarr. Yes. 

Mr. Lane. I want to invite the attention of the committee that this 
statement was discussed with us at GAO, and I want to particularly 
mvite the attention of the committee to the last sentence of the report 
of investigation. 

Chairman Brown. When was it discussed with you? 

Mr. Lane. Last Thursday. 

Senator Capenart. Is the engineer here, your engineer here? 

Mr. Youne. The lawyer is here, Mr. John Griffiths. 

Senator Carenart. Were you present in St. Louis on January 25, 
1954, when the gentlemen called upon American Zinc? 


STATEMENT OF JOHN GRIFFITHS, COCOUNSEL TO HOWARD I. YOUNG 


Mr. Grirrirus. Yes. The only reason I am sure I was is because 
I put a memorandum in the file, which I signed, and I said in that 
memorandum: Delivered to Mr. Woodside and Mr. Hull of GAO, 
certain documents; and in my handwriting on the memorandum 
is the date and my signature. 

Senator CarenArt. Did they discuss the matter in detail, or briefly, 
with Mr. Young? 

Mr. Grirrirus. Not to my recollection. That is the only recollec- 
tion I have of it. The only conclusion in my own mind is that it was 
a routine audit of accounts of a company by what I understood was 
an auditing branch of the Government. 

Senator Capenart. Thank you. 

Chairman Brown. Mr. Campbell. 

Mr. Youne. Could I make just one statement, Mr. Chairman, while 
we are on this subject ? 

My secretary keeps a complete record of every engagement I have. 
I have had her go through—to keep those on file. Her notes do not 
show that any government representative came to my office on that 
day. They show the various engagements I had, tentadine a dental 
engagement on that day. 

I know they were in the office. Mr. Dobell gave me a note, and I 
have a note also from Mr. Griffiths. However, I do not recall any 
meeting with them at all. 

I do not say I did not meet with them, but I do not say that I did, 
because I have a lot of people coming in, and I may have dropped in 
Mr. Dobell’s office and met him. 

Mr. WeirzeL. Mr. Chairman? 

Chairman Brown. Did you have a question you wanted to ask? 

Mr. Werrze.. Mr. Chairman? 

Chairman Brown. Wait a minute. I recognized the attorney. 

Mr. Lane. Thank you, Mr. Chairman. I merely wanted to draw 
the attention of the committee to that last sentence. 

Chairman Brown. Do you want to ask a question ? 
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Mr. Werrzex. Yes, sir, Mr. Chairman, we would like to say that 
we stand on the whole content of the memorandum, and we are ready 
to have the investigators here that conducted the interview. 

Chairman Brown. Off the record. 

(Discussion off the record.) 

Chairman Brown. On the record. 

Mr. Werrzeu. The only question is, he said we never interviewed 
him. We say we did, and we wish to have the record show that, sir. 

Chairman Brown. Mr. Campbell, go ahead with your statement. 

Mr. Campse.. I have nothing further to say, Mr. Chairman. 

Are there any other questions, Mr. Chairman / 

Chairman Brown. Senator Capehart ? 

Senator Carprnarr. Let me ask you this, Mr. Campbell. There is 
not too much difference between you and Mr. Young at the moment, is 
there? 

Mr. Werrze.. Mr. Chairman, do you want to—— 

Mr. Campsrii. I would like to say this, Senator: Frankly, the re- 
ports I have received from my staff from day to day on this discussion 
were very encouraging to me. 

I really thought they were getting along fine. 

Of course, I was shocked to hear what we heard this morning, to 
find out that they were so far apart, particularly that schedule of all 
the differences that they now say we are at fault on. But I am really 
very much surprised that there are so many differences. 

Senator Capenartr. Let me ask you: In the matter of whether or 
not there should have been lead and zine expansion at the time is 
purely a matter of opinion, is it not? 

Mr. Exuis. No. 

Mr. Campse ty. | think I would like to defer to Mr. Ellis on that. 

Senator Carrnarr. I say this to you, the President of the United 
States, Mr. Eisenhower, since that time, has purchased 300,000 tons 
of lead and zinc. So evidently there has been a great demand. At 
least, he thought well enough of this whole business to help the domes- 
tic production in the United States. 

You could argue it forever as to whether there was or whether you 
should or should not help domestic production, or whether there was 
too much lead or too little, and the price was going up and down. 
Now, the other thing, of course, is judgment; did Mr. Young use good 
judgment? However, don’t you have to admit that Mr. Young was 
the Deputy, that Mr. Larson signed the contracts and had the author- 
ity to say yes or no, and has testified that he knew what he was doing, 
that he did sign the contracts? So, there again, a matter—we could 
argue about it for a year, could we not—as to whether he used good 
judgment or whether he did not. If poor judgment was used, then 
Mr. Larson used poor judgment just as well as Mr. Young. 

Now, the matter of freight rates—I do not think it amounts to much 
one way or the other, and you have already withdrawn the 114-cent 
allegation. 

Mr. Weirzev.. Mr. Chairman, we did not withdraw that. 

(Off the record.) 

Senator Capenarr. What do you mean, you did not withdraw it 

Mr. Weirzet. We lave revised the page of our report with the 
agreement of Mr. Young’s people, and our opinion is that this fixes 
it more plainly than we did in the original report, that his company 
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did sell zinc to the Government while Mr. Young was in the Govern- 
ment. It is on page 

Senator Carenarr. There is no question about that. 

Mr. Werrzev. But there was. 

Senator Carenart. Let me ask you this: Is there anything wrong 
about that? 

Mr. Werrze.. We are not saying there is something wrong about it, 
Senator, we are saying we have not withdrawn that phase of the 
report. 

Senator Carenartr. You knew when the Government hired him he 
was president of American Zine. They had a contract with the Gov- 
ernment at the time. What is wrong with that when everybody knew 
it? 

Mr. Werrzei. Senator, what we are saying is that we have not with- 
drawn the statement in our report, and we have not withdrawn the 
report. 

Senator Carrenart. Is it a true statement that the Government paid 
American Zinc, Lead & Smelting Co. 1144 cents more than they paid 
anyone else? 

Mr. Exits. Our statement is that the Government paid them up to 
514 cents more than the market price, not 114 cents. 

Senator Capenart. I know, but the Government had a contract with 
them to pay that price, did they not ¢ 

Mr. Exuis. That is an arguable question, depending on how you 
define the law. They made a contract a month after Mr. Young came 
to work. A contract was made for a floor-price option to deliver. 

Now, when the deliveries were made by the following summer, the 
reduction in the market price, plus the escalation alowed for higher 
wage rates—I believe Mr. Young explained it to me the other day— 
resulted in the actual payment of 19.57 cents per pound and the market 
was 14. 

Senator Carenart. Is your charge that Mr. Young deliberately did 
that ? 

Mr. Exxis. No charge was made at any time on any subject per- 
taining to this. 

Senator CareHart. Why did you mention it, then? 

Mr. Exits. We were trying to show to the committee, over a 10-page 
summary, what the market situation was, the sales that were ots, 
in general, back and forth, and the reduction in the market price 
during the course of the contracts. This was not in the section per- 
taining to any charges at all. 

{ do not make any charge now, and I did not make any charge. 

Chairman Brown. Mr. Young and all the other contractors had a 
floor price at that time; is that right? They all had a floor price 
at that time? 

Mr. Exxis. There were about a dozen contracts with floor prices; 
yes. I do not represent this was different from a number of others. 
That is true. 

Senator Careuart. The point is, it is not any different from a 
number of others, so why it is in the record and, if it was going to 
be put in the record, why didn’t you so state? This is no different 
than the others. 
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The newspapers picked up the story that he was paid a cent 
and a half more, the inference being that as a result of Mr. Young’s 
finagling of some kind they got a cent and a half more. 

Mr. Campse.n. Mr. Chairman, if I may? 

Senator Capehart, on that matter, it is a matter of publicity. This 
report, these four volumes came to me, and your staff here knew this 
report was in preparation. We did not 

Senator Carenart. Which staff? 

Mr. Campse.t. The staff of this committee. 

Senator Caprnart. Knew the report was being prepared ? 

Mr. Campse.i. Knew the report was on the way up. 

Chairman Brown. What is the difference? What is the significance 
of that? 

Mr. Campsetu. The significance is, I hope you did not expect us to 
suppress the report. 

Chairman Brown. Of course, you sent it here. 

Mr. Camrpseti. We sent it here in due course, but we did not publish 
anything on it. 

Chairman Brown. Who else did you send it to? 

Mr. CampsBe.L. We sent it to the committees who were interested 
in this problem. 

Senator CareHArT. What committees did you send it to? 

Mr. Campsett. Banking and Currency of the Senate, Banking 
and Currency of the House. 

Senator Capruart. And the Joint Committee / 

Mr. Campsetyt., And the Joint Committee. 

Mr. Exuis. Judiciary Committee, I believe, on either side and the 
Interior and Insular Affairs Committee and I believe the Joint Com- 
mittee on Atomic Energy. 

Chairman Brown. Nothing was revealed from this committee, I 
can assure you now. 

Mr. Campseii. No, Mr. Chairman, but I would like to point out that 
our office did not publish anything on this report. And I do not—— 
Senator Carenarr. Did you give it to any individual Senators? 

Mr. Exuis. Yes. 

Senator Carrnartr. Who? 

Mr. Euuis. Two that I recall, Senator Williams arfd Senator Bible. 
Those are the two I recall. 

Senator Carenart. Did they ask you for it? 

Mr. Ets. Yes. 

Mr. Werrzev. Mr. Chairman? 

Senators Bricker and Capehart have raised a number of questions 
involving the reputation and integrity of the General Accounting 
Office here this morning. We think that they are entitled to an answer 
and that we are entitled to answer them. We think we have a good 
answer and, with your permission, I would like to have a moment to 
run over those questions. 

Chairman Brown. I will give you two moments. 

Mr. Werrzet. All right, we will try to talk fast. 

Senator Carenarr. Let me say this, my criticism of you is based 
strictly upon the fact that on the $60,000 item you were wrong. 

Mr. Werrzet. We admit we were wrong, Senator. We also think 
that Mr. Young was wrong on some of his testimony. 
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Chairman Brown. Wait a minute. Senator Bricker and Senator 

Capehart are trying to find out the truth, and I do not think they 
have done anything wrong. Certainly, they have not intended to 
hurt anybody. They are seeking the truth. 

Mr. Werrzev. Of course, they haven't. 

Senator, Bricker. My assumption was you could have found out the 
truth of this matter, and I think this hearing this morning has 
perfectly revealed that 

My criticism of you is for submitting a report that was erroneous 
when you could have found out the truth and submitted it factually 
to this committee. 

We have taken now 5 days’ hearings here and we are pretty busy this 
last week in the Congress. And, I do not think that is a fair rep- 
resentation to the Congress of the United States bv the GAO 

I will be perfectly honest with you, and I do not apologize to anybody 
for the questions I have asked, nor the assumptions I have made, nor 
the conclusions I have drawn. 

Mr. Werrze.. Mr. Chairman 

Senator Caprnart. I just want to take one second. The reason I 
have been so critical of you is this: 

Here is Mr. Ellis. I am just going to report what he said: 

In all three deals Mr. Young’s company, strangely, seemed to come in for a 
great deal of the benefit. 

That is executive session July 6, 1955. 

Then, in another statement: 

A good deal of benefits and money went to Young and his companies. 


Now that is what Mr. Ellis said in executive session. 


Well, there has been no proof whatsoever here that Mr. Young got 
any money. (See p. 309.) 
Then, over here, when Mr. Young was present, Mr. Ellis said: 


We think his company— 
that is Young’s— 
benefited to a small extent. 


Then, another one: 
American Zine would have made— 


only a slight increase, but, I don’t suppose that is very substantial. 


Now the thing I objected to, and still object to, is that you fellows 
come in here as prosecuting attorneys—and you have taken that posi- 
tion all the way through—when your job, as I understand it, is to be 
factual and is to advise us and be just as much interested in defending 
one side as you are condemning another. Now, maybe I am wrong 
about it. However, my observation of your attitude all the way 
through has been one of fighting this thing, of condemning this man 
and I do not think that is your job. 

Frankly, I sort of resented it, and I still resent it. 

Chairman Brown. Do you want to make a statement ? 

Mr. Weirze.. Mr. Chairman, I would like to say this: We are 
making no charges that any Senators need to make an apology for. 
We have the highest regard for the Senators and Representatives on 
this committee. We want them to know, we want you to know, that 
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we value highly our position as your agency. We guard jealously 
our integrity and our reputation for accuracy. 

We know you have a right to accurate reports from us. But, we 
also have a duty to inv estigate and report to Congress on all matters 
relating to the receipts, disbursements, and expenditure of public 
funds, 

Public funds were expended here in a manner that we think could 
have been avoided under better administrative control. 

Now, Mr. Young has admitted that his company got some money 
here. We say, not that this was wrong, but we say that it is a diffi- 
cult position for a man to be in when he comes in from industry and 
has administrative direction of a program. 

The Banking and Currency Committee, agreed with that because 
they reported out an amendment of the Defense Production Act of 
1950 which, as amended by Senator Capehart on the floor, would re- 
strict that. 

Now, that was under our duty to the Congress. 

Senator CareHarr. Let me ask you this: Did you ever at any time 
during your investigation talk to Mr. Larson, the Administrator, Mr. 
Young’s boss ? 

Mr. Werrzex. I did not; our investigators did, Senator. One of 
our investigators did talk to Mr. Larson. Our investigators also 
talked to Mr. Y oung. 

Senator Carpenart. Wait a minute. Did the investigators at any 
time ever talk to you, Mr. Larson ? 

Mr. Larson. As I testified before this committee at the last meeting, 
Mr. Sinclair called me and asked me a very narrow question regarding 
the appointment of Mr. Young. From the import of that question, I 
recognized that he was seeking some basis for a conflict of interests. 
I recognized, being an attorney, and of some experience in the Gov- 
ernment, that that was serious. 

After I received that call, as I testified, I called my friend, Mr. 
Weitzel, here, and I said: 

Frank, this deserves some consideration of Mr. Young, and I think before you 
investigate any further, that I would like to respectfully suggest that you talk 
to Mr. Young. 

Mr. Weitzel said that that was a good suggestion. I then called 
Mr. Young and told him what I had done. 

ae next day, or the first day of July, I called Mr. Weitzel’s office, 

r I had my secretary call, to ask if Mr. Young could come down here 
on Wi ednesday, the 5th of July—Tuesday, the 5th of July—and be 
interviewed and get his side of the story. At 5:30 that afternoon, my 
office was notified by Mr. Ellis that this matter had gone to the De- 
partment of Justice and he could not talk to Mr. Young for maybe 
4 or 5 weeks, or words to that effect. 

Senator Capenart. All right. 

Mr. Werrzert. Mr. Chairman. 

Chairman Brown. Wait a minute. You have had your say. I 
have two other witnesses. If we keep on arguing about this point—— 
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Mr. Werrzev. Mr. Chairman, I have another point here. 

Chairman Brown. Make it quick. 

Mr. Werrzev. Mr. Young, did you have active participation in these 
contracts. We have letters which I hold in my hand which show he 
was very active in expediting the giving of these contracts. 

Chairman Brown. Do you want those in the record ? 

Mr. Werrzev. | would like to put them in the record. I think those 
have to do with the MacArthur case. We do not charge him with 
wrongdoing. 

Chairman Brown. You may put them in the record. 

Mr. Wetrze.. We say he was in a position inevitably which would 
embarrass a man who had to pass on contracts for his own industry 
and which were so strong on his own industry. 

Chairman Brown. Will you identify the letters. 

Mr. Weirzev. There is a letter of October 1, 1951, to Mr. Howard 
I. Young, Washington, D. C., from Mr. J. W. Hoffman. 

There is a letter from Mr. J. W. Hoffman, MacArthur Mining Co., 
Inc., June 30, 1952. 

There is a letter to Mr. Hoffman, July 10, 1952, from Howard I. 
Young, Deputy Administrator. There is a letter to Mr. John Ford, 
dated November 3, 1951, from Mr. Howard I. Young, re the Mac- 

Arthur Mining Co., asking if there is any good reason for the delay 
that has occurred in connection with the MacArthur application for 
loan. 

Senator Bricker. Just one question, Mr. Chairman. 

Mr. Werrze.. This says, Mr. Chairman: 

I hope you can expedite this so that we may advise MacArthur definitely 
whether we are going to give them the assistance we need. 

Senator Carenartr. What is wrong with that? 

Mr. Exxis. May I answer that one, Mr. Senator? 

Mr. Weirze.. We did not say there was anything criminal about 
this. We say Mr. Young was a moving spirit in these matters. 

Senator Bricker. What was he hired for’ To expedite this pro- 
gram and get both for the stockpiling program and for the war in- 
dustry and for private industry, as well, the minerals that we needed ? 

Senator Carenart. He was the Deputy Administrator, and it was 
his job to process the things on his ‘oak 

Mr. Exxis. Mr. Chairman, the point is that this morning, this very 
morning, your committee heard the statements to the effect that Mr. 
Hoffman had written a letter saying: Mr. Young had nothing to do 
with “my loan.” 


x. 
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OcTOBER 1, 1951. 
Mr. H. I. Young, 
Washington, D. C. 


Dear Howarp: Confirming our conversation of this morning, MacArthur Min- 
ing Co. have filed two applications for loans and contracts for 3-year periods at 
market price with escalator clause. 

The numbers of these applications are No. 11 and No. 11A. Both of these 
applications were approved by Hon. Oscar Chapman and Dr. Boyd in Mr. Chap- 
man’s office March 6, 1951. They were originally filed in the Bureau of Mines 
oftice in Joplin, September 13, 1950, at the direction of Dr. Boyd. 

March 6 the applications were reviewed and approved by the Commodity 
Committee of the DMA, also Mr. Otto Herries, Chief, Lead and Zine Section. 
Both applications were sent to the Joplin office for a field check and after 60 
days were returned to DMA, Washington; No. 11 was approved and 11A par- 
tially. The loan for No. 11 was for $60,600 and 11A for $300,000. This latter 
loan was Was cut to $120,000 to provide for opening the Swalley lease. Recom- 
mendation was made regarding opening the Paxson and Stockopf leases when- 
ever the price of concentrates reached $125 per ton. 
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May 8 applications were sent to Expansion Division. One copy of each was 
then forwarded to the RFC for their approval. This was returned from the 
-Joplin and Kansas City offices approved July 19, 1951. 

No. 11 was approved by Expansion Division August 6 and sent to legal de- 
partment, and 11A was returned to Commodity Committee. 

Legal department mailed No. 11 report with certificates to DPA August 16 and 
later forwarded by DPA to the Reconstruction Finance Corporation September 
6, 1951. So, at the present time, No. 11 is with the RFC, and 11A with the 
Commodity Committee, DMA. 

The MacArthur loan, No. 11, is for equipment to increase production and to 
pay bank loan of $7,000 and provide $10,000 for working capital. This loan will 
enable the company to get necessary equipment to double present capacity of 
300 tons hoisted per day. 

Application No. 11A is to provide funds to open up and put into operation 
what is known as the Paxson Mines. These were operated, as you know, by the 
Eagle-Picher Co. during the last war for the Metals Preserve Co. Stewart En- 
gineering Co. estimates 7 million tons of ore reserves of the same quality as the 
metals operated on. 

If an incentive were added to present price in the contract for 3-year period, 
we could probably arrange for the financing outside of the Government. How- 
ever, we do need approval, without delay, of No. 11 and inasmuch as this has 
been over at the RFC for 3 weeks and approved by half a dozen different com- 
mittees we feel that this application should be approved without further delay. 

Action on No. 11A is highly important because the landowners are impatient 
at the delay (1 year). We are paying a heavy rental and we do feel that this 
mine should be opened up without delay as it will produce, within 90 days, not 
less than 1,000 tons of zinc concentrates per month. 

These 2 loans will increase production in the tristate area from 1,200 to 1,300 
tons of zinc concentrates per month and also considerable lead. 

According to the Wall Street Journal, money is being provided to increase 
foreign production with long-term contracts. It does seem that the tristate 
should not be forgotten. 

I would greatly appreciate any help you can give me on this matter and with 
kindest regards, I remain, 

Very truly yours, 
J. W. HorrMan. 


I am enclosing a brief résumé of my trips to Washington during the past year, 
which I trust you will find interesting. I am also enclosing a letter from Dr. 
W. C. Schroeder, acting administrator of the DMA, dated August 24, addressed 
to Hon. James E. Murray. 

dt. BG 


MaAcARrR?THUR MINING Co., INC., 
Barter Springs, Kans., June 30, 1952. 
Mr. Howarp I. Young, 
Defense Minerals Procurement Agency, 
Washington, D. C. 

Dear Mr. YounG: I am enclosing herewith copy of letter sent to Mr. John Ford 
today. I tried to get some help from your office in St. Louis, but they said they 
couldn’t help out at the present time. The drop in the zinc market caused us a 
severe inventory loss which prevented our making good on our payrolls. This, 
as you know, was enough to put us out of business. 

The way the thing stacks up at the present time, I lost everything I have, 
together with about 10 years work on this mine, as receiverships don’t ever turn 
out to the benefit of the stockholders. 

Best regards. 

Very truly yours, 
J. W. HorrmMan. 


JULY 10, 1952. 
Mr. J. W. HorrMan, 
VacArthur Mining Co., Inc., Barter Springs, Kans. 
Dear JoHN: I have received your letter of June 30 enclosing a copy of your 
letter to John Ford of this agency, wherein you advise that the MacArthur Mining 
Co. filed for voluntary bankruptcy on June 27. 
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3elieve me, John, I am sorry to learn that your operation was not as successful 
as you hoped it would be. The drop in the price of zine has had repercussions all 
through the zine mining industry, but that is, as you know, one of the hazards 
of the mining business. Perhaps when the steel strike is over the zinc may come 


back somewhat, but I know that will be too late to salvage your operation for you. 
Sincerely yours, 


Howarp I. Young, 
Deputy Administrator. 


Office memorandum 


NOVEMBER 3, 1951. 
To: Mr. John Ford. 


Irom: Howard I. Young. 
Subject: MacArthur Mining Co. 


Is there any good reason for the delay that has occurred in connection with 
the MacArthur application for loan? The original application was received 
in September 1950 and the final agreement has not yet been prepared. 

I hope you can expedite this so that we may advise MacArthur definitely 
whether we are going to give them the assistance they need. 

Howarp I. Youne. 

Chairman Brown. Off the record. 

(Discussion off the record.) 

Chairman Brown. You gentlemen have had some charges made 
about you, some severe charges, by the attorney for Mr. Young. I 


give you an opportunity to answer if you want to answer those charges. 
Please make it brief. 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
ACCOMPANIED BY DAVID M. B. LAMBERT, LEGISLATIVE AT- 
TORNEY, OFFICE OF COMPTROLLER GENERAL 


Chairman Brown. Do you gentlemen have anything to say in re- 
gard to those charges of Mr. Young ? 

Mr. Ecxerr. Yes, Mr. Chairman. I appreciate the opportunity 
of making this statement. 

I am Charles E. Eckert, legislative attorney, attached to the staff 
of the Comptroller General, and I was delegated to meet with Mr. 
Young and his representatives to represent the Comptroller General, 
under the instructions of this committee. 

We did have certain meetings with Mr. Young and Mr. Lane. On 
one occasion Mr. Young was present, and-the others, Mr. Lane-car- 
ried on for Mr. Young. I think the statement was made that we had 
selected Mr. Young as a test case, or words to that effect. To my 
knowledge, no one in our organization, personally, knew Mr. Young 
or had any reason 

Chairman Brown. Get to the point of the charge the gentleman 
made. 

Mr. Eckervr. The statement was made, Mr. Chairman, too, that we 
were able and willing and glad to correct any errors in the report, be- 
cause we wanted it to be as factual as possible. But, we felt that we 
could only come to the committee with the full collection of statements 
on both sides. in other words, we felt we were under a duty to show 
the full facts and we had developed at that point that the man—Mr. 
Young—had been interviewed and that they had contracts with his 
company at that point. He does not deny that. 
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All we proposed to do in the letter to the committee was show the 
true facts of the situation as of the day we sent the letter up here. 

Senator Carenarr. Did you say that you were going to make an 
example out of Mr. Young? 

Mr. Ecxerr. No, sir. 

Senator Carenart. Did you say it by inference? 

Mr. Eckert. I cannot believe that would be possible, sir. 

Chairman Brown. Did you say anything about you would give 
away on one point if he would give away on the other point ? 

Mr. Eckert. No, sir; I do not think an question was raised to give. 
They have raised the question we wanted to—— 

Chairman Brown. That is all you were called for. To answer that. 

Senator Bricker. What did you mean by saying you were going 
to make a test case of this? 

Mr. Eckert. That statement was not made to my knowledge. 

Senator Bricker. I thought you just made the statement ? 

Mr. Ecxerr. No, I made the statement that Mr. Young had testi- 
fied—Mr. Lane had testified that we said we were selecting Mr. Young 
us a test case. 

Senator Bricker. And that was never said / 

Mr. Ecxerr. Never said; no, sir. 

Chairman Brown. That is all, gentlemen. 

Mr. Exxis. Could I have two sentences? You are closing the case, 
but there are two sentences that I feel it necessary to ask to be privi- 
leged to say here. 

Chairman Brown. All right, go ahead. 

Mr. Exuis. Even though I take it we do riot want to go into the 
merits of the case, I was accused by Mr. Clough in a libelous and 
slanderous way of intentionally misstating his position. I do not 
usk you to try the issue. I just want the record to show that, of 
course, I deny it. 

The second point is that you certainly would be interested to know 
what the present Administrator of General Services thinks of this 
deal as distinguished from his predecessor and I offer that letter for 
the record, and I hope you gentlemen have the opportunity to peruse it. 

Chairman Brown. That will be in the record. 

Will you identify the letter, Senator Capehart / 

Senator Caprenart. Well, it is a letter from General Services Ad- 
ministration to Mr. Ellis signed by Mr. Edmund F. Mansure, dated 
September 1, 1954. 

(The letter referred to is as follows :) 

GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., September 1, 1954. 
Re report on audit of contract DMP-15 Mid-Continent Mining Corp. 
Mr. WILLIAM L. ELLIs, 
Chief, Office of Investigations, 
General Accounting Office, Washington, D.C. 

Dear Mr. Evtis: Enclosed audit report covers period from inception of cor- 
poration April 23, 1951, to April 30, 1954. It is very well summarized on pages 1 
through 33. 

After this has been reviewed, believe you will understand why a little over 
a month after I took office we closed this operation down. 
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On page 2, under “Special comments,” item 2, the capital investment was only 
$500, and the corporation made expenditures and incurred obligations aggregating 
$587,000. Under item 3, after a Government advance of $325,000, the total cash 
made available to the corporation was $1,350 in the form of a loan from the 
president. 

Of course, it is easy enough to look back and see what should or should not 
have been done, but, regardless of what transpired in the beginning, there cer- 
tainly was no justification for the continuation of an operation as Wnsound as 
this: We have been more than fair and cooperative with all those involved in a 
sorry venture. 

Cordially yours, 


EDMUND F, MANSURE. 


Chairman Brown. The committee will now recess. 
(Whereupon at 12 noon the committee recessed subject to the call 


of the Chair. ) 











APPENDIX 


REPORT OF INVESTIGATIONS OF THE PROGRAM FOR DEVELOPMENT 
AND EXPANSION OF STRATEGIC AND CRITICAL MATERIALS IN THE 
INTEREST OF NATIONAL DEFENSE 


(IN FOUR PARTS) 
e 


UNITED STATES GENERAL ACCOUNTING OFFICE 
OFFICE OF INVESTIGATIONS 
Part I. INTRODUCTION AND SUMMARY 
Part Il. Mip-CoNTINENT MINING Corp. (I-18399) 
JUNE 1955 . 


GENERAL ACCOUNTING OFFICE, 
OFFICE OF INVESTIGATIONS, 
Washington. 
The COMPTROLLER GENERAL : 

There are attached three reports of investigation of significant phases of the 
program for the expansion of production of zine as a strategic and critica] mate- 
rial under the Defense Production Act of 1950. The reports, prefaced by an 
introduction which outlines the background of the zinc-expansion program and 
the overall zinc market situation, cover Defense Materials Procurement Agency 
(DMPA) contracts with the Mid-Continent Mining Corp., MacArthur Mining Co., 
Inc., and W. M. & W. Mining Co., Inc., respectively, for the production of zine. 

These reports show that after the emergency need, if any, for these programs 
had ceased zinc-production contracts were made and Government funds were 
made available to these companies, all marginal producers, notwithstanding 
serious objections by certain officials as to the legality and propriety of such 
action. There appear to be established certain “conflicts of interest” in connec- 
tion with these contracts on the part of the then (1951-53) Deputy Administrator 
of DMPA, who at the same time was the head of the American Zinc, Lead & 
Smelting Co., which was beneficially interested in the program of the three 
companies. Laxities in the administration and control of these contracts were 
likewise found. In none of the cases has there been any substantial production, 
most of the total amounts furnished by the Government will be required to be 
accounted as lost, and various claims are pending calling for further payment. 

The Acting Comptroller General earlier this year sent a letter to General 
Services Administration seriously questioning proposed settlement by that agency 
of claims made by Mid-Continent and others. The Office of the General Counsel 
(GAO) last month addressed a letter to GSA questioning the legality of subsidy 
payments which had been made by DMPA to W. M. & W. Mining Co. Companion 
bills (H. R. 2063 and S. 703) have been introduced in Congress on January 11 
and 26, 1955, providing financial relief to the MacArthur Mining Co., Ine. 

The introduction covering the defense-production program, as applied to zinc, 
is not intended to imply a suggestion for curtailment of this continuing program, 
which in recent years has been administered by the same nucleus of personnel, 
but it may suggest methods for preventing recurrence of abuses which have been 
found to exist. It may be significant that last week members of the Joint Com- 
mittee on Defense Production, the primary purpose of which is to consider the 
operation of the Defense Production Act of 1950, took occasion to question ear- 
marking of great sums of money from the defense-production fund under the 
Defense Production Act “for minerals that are not necessarily listed as acute and 
short.” 
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I recommend the report be furnished to that committee, or any others con- 
cerned, and to the responsible administrative officials. 
W. L. ELLIS, 
Chief of Investigations. 


INTRODUCTION AND SUMMARY 


The General Accounting Office has investigated the use of Government funds 
since 1951 to finance strategic materials contracts of the Defense Materials Pro- 
curement Agency (DMPA) for the production of zinc with a number of mining 
companies, particularly the Mid-Continent Mining Corp., MacArthur Mining Co., 
Ine., and W. M. & W. Mining Co., Inc. To facilitate evaluation of these contracts 
(which are summaried below), this introduction outlines the basie laws,, admin- 
istrative organization and regulations, and the zinc-market situation during and 
since the period of the Korean military campaign. 


DEFENSE PRODUCTION ACT OF 1950 bg 


The Defense Production Act of 1950,’ enacted soon after the outbreak of hos- 
tilities in Korea, provides, among other things, “financial assistance for expan- 
sion of productive capacity and supply.” 

Section 301 authorizes designated agencies to guarantee loans to expedite pro- 
duction or procurement of materials for national defense. 

Section 302 authorizes the President to make loans to private business enter- 
prises for production of strategic and critical metals and materials. 

Section 303 authorizes the President to provide for purchases of strategic and 
critical metals and materials and for advance payments, but limits purchases 
above market prices to cases where supplies could not be effectively increased 
at lower prices or where the purchases are needed to assure the availability of 
overseas supplies. 

Section 304 provides borrowing authority of $2.1 billion on a probable ultimate 
net cost basis for agencies designated by the President to carry out sections 
302 and 303. 

ADMINISTRATIVE ORGANIZATION AND REGULATIONS 


Executive Order No. 10161,’ effective September 9, 1950, authorized DMPA to 
expand production and supply of materials for national defense under programs 
certified by the Defense Production Administration (DPA). DPA was subject 
to the Office of Defense Mobilization (ODM), established in the Executive Office 
of the President to direct, control, and coordinate all mobilization activities of 
the executive branch of the Government.* 

The defense mobilization responsibilities were entrusted to key agencies, in- 
cluding ODM, DPA, DMPA (August 1951 to August 1953), Economie Stabiliza- 
tion Agency (ESA), Office of Price Stabilization (OPS), National Production 
Authority (NPA), Defense Materials Administration (DMA) (December 1950 
to August 1951), Defense Minerals Exploration Administration (DMBEA), Office 
of International Trade (OIT), and Reconstruction Finance Corporation (RFC). 

DMPA * was authorized, under the Defense Production Act, to expand produc- 
tive facilities of strategic and critical materials necessary for defense produc- 
tion, essential civilian requirements, and national stockpile under programs 
established by DPA, now ODM. This program was to be accomplished by (a) 
purchase contracts to insure expansion of production; (b) production, expan- 
sion, and working capital loans: (c) subsidy payments; and (d) accelerated 
tax amortization. DMPA was made responsible for negotiating, consummating, 
und administering contracts under expansion programs certified by DPA. 
DMPA was thereby given the essential tools to utilize effectively all types of 
Government assistance and became a single “negotiation table” on behalf of 
the Government. 

Coordination of the various defense mobilization agencies was effected through 
interagency committees on which DMPA and GSA were represented in areas 
affecting them. Top-level DPA committees were the Defense Materials Policy 
Committee (DMPC) and the Defense Materials Operating Committee (DMOC). 
The Interdepartmental Stockpile Committee, supported by several interagency 
commodity committees, assisted the Munitions Board (MB) of the Department 
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«ot Defense, which was responsible for stockpiling until mid-1953. Government 
commodity committees, including the Copper-Lead-Zinc Committee, aided the 
United States representatives on the various commodity committees of the 
International Materials Conference. 

In August 1951, ODM assigned responsibility to DMPA for developing, recom- 
mending, and executing programs for metals, minerals, and other materials 
formerly assigned to DMA and General Services Administration (GSA) or for 
other critical and strategic materials, and to DPA for ascertaining overall 
requirements and certifying programs to meet those requirements.° 

Administration fiscal policy on financing under the Defense Production Act 
was formulated on February 14, 1951, through issuance by the ODM Defense 
Mobilization Board (DMB) of document No. 3, providing that DPA was to 
develop policies to insure that procurement would be limited to contractors 
able to produce, with adequate existing facilities. Direct loans, advance and 
partial payments should be reduced to a minimum and made available only as 
a last resort where financial aid was not otherwise obtainable. Guaranteed 
loans were to be restricted primarily to working-capital loans and/or short-term 
capital loans and caution was to be exercised to avoid bailouts under the War 
Powers Act of 1941. Extreme care was to be exercised to prevent expansion 
or development of marginal producers which might require additional subsidies 
in industries where existing capacity or production was adequate. 

An ODM directive in August 1951 stated that as expansion goals within spe- 
cific categories were closer to realization, all Government financial incentives 
for facilities expansion should be closely coordinated, and that— 

“We must insure the incentives are not duplicated and that the Government 
does not support poor credit risks in cases where other businesses which are 
in sound financial position can undertake the needed expansion at less cost 
to the Government.” 

When requesting DPA to certify a proposed project and authorize Government 
financing, it was the practice of DMPA to indicate that all of the necessary 
factors of production were then available and that the contractor was technically 
and financially competent to perform its contract and that production of zinc 
could not be increased more economically. 

From December 29, 1950, to June 30, 1953, expansion of production and 
subsidy contracts covering 23 types of strategic metals, minerals, and materials, 
totaling more than $4% billion, were made with domestic and foreign producers. 


THE ZINC PROGRAM 


The main function of the Defense Production Act of 1950 and of the top 
planning agencies charged with its administration has been to insure, with the 
least impact on the domestic economy, adequate supplies of strategic and critical 
materials for present defense needs and a sufficient reserve for future con- 
tingencies. 

Zine was deemed strategic and critical for national defense, but was placed 
in the low-urgency category on the list of materials requiring urgent defense 
action. However, in late 1950 and early 1951 the zine shortage did require 
controls and allocation. 

Zinc ores and concentrates, which are smelted to form metallic zinc, are 
produced in the continental United States, Canada, Mexico, South America, 
and also in countries across the Atlantic and Pacific. For many years the 
American zine industry was protected by tariffs. Because of national defense 
needs, Congress expressly recognized by the act of 1950 the importance of 
foreign sources and did not require zinc or other metals to be obtained exclu- 
sively from American sources regardless of cost. ODM and DPA, on recom- 
mendation of DMPA, made the policy decisions for obtaining particular metals 
from domestic or foreign sources. American sources alone have been unable to 
supply the necessary requirements for national defense and civilian consump- 
tion. In case of emergency, when material in the stockpile would be used, the 
United States could be self-sufficient with the aid of zinc from neighboring 
Canada and Mexico. 

DMPA had the responsibility of providing adequate supplies of zine and 
other needed materials. The Administrator of General Services Administration 
(then Mr. Jess Larson) also headed DMPA. The Deputy Administrator of 





54 more detailed statement of those fields of responsibility was issued in July 1952 
by DPA. 
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DMPA was Mr. Howard I. Young, president of American Zinc, Lead & Smelting 
Co. and President of the American Mining Congress. As DMPA was represented 
in key Government policy committees handling vital programs such as produc- 
tion expansion, stockpiling, national and international allocations, subsidy 
payments, and ceiling prices, Mr. Young attended these committee meetings with 
Mr. Larson. He also attended as chief representative of DMPA when Mr. 
Larson’s other duties prevented him from attending. 


THE ZINC SITUATION FROM KOREA TO LATE 1951 


After the outbreak of hostilities in Korea, as industrial consumers sought to 
accumulate stocks as defense contracts were placed, and as the Government 
sought to accelerate stockpiling, the price of zinc advanced. In 1951 domestic: 
mines produced 681,000 tons of zine, exceeding by 23,000 tons the average produc- 
tion during the peak period from 1948 to 1947. In January 1951 a ceiling price of 
17.5 cents per pound was placed on slab zinc, and in October 1951 it was raised 
to 19.5 cents. The price of zinc on world markets had meanwhile risen even 
higher, due at least partly to Government purchases for stockpile and expansion 
programs administered by the Economic Cooperation Administration (ECA). 

As world inventories were increasing and production had reached an all- 
time high, GSA early in 1951, on instructions from the Munitions Board, stopped 
buying zine for stockpile because the revised stockpile objective had been 
reached by deliveries or purchase commitments. In mid-1951 zine inventories 
from World War II were alone sufficient to provide nearly 70 percent of the 
existing stockpile objective. 

The Defense Minerals Administration (DMA), Department of the Interior, 
which preceded DMPA in handling the program for expansion of production of 
strategic and critical materials, submitted a final report on November 2, 1951, 
recommending that the zinc-expansion program be curtailed. The report stated 
that the apparent short supply of zinc was temporary and exaggerated as Euro- 
pean buyers were outbidding American smelters on a free world market, and 
recommended that the aggressive Government buying program in world markets 
be discontinued, as substantial mine expansion in South America, Canada, and 
elsewhere would ease the world situation by 1953, and that the duty on zinc 
be suspended to make more readily available foreign imports at lower prices. 
DPA was asked to revoke its previous authorization providing funds for pur- 
chasing zine at premium prices to be resold at a Government loss of approxi- 
mately 1.5 cents per pound. 


DMPA EXPANSION PROGRAMS 


Soon after issuance of the last DMA report on zinc, Mr. Young, the newly ap- 
pointed Deputy Administrator of DMPA, in a press release on November 15, 1951, 
described the projected zine supply “as being extremely serious when you look 
at it against the policy of supplying not only the mobilization effort but keeping 
the national economy going at the highest possible level as well.” Industry offi- 
cials were likewise informed that DMPA was in the process of formulating a 
zine program which would be released in the near future. 

From November 1951 to March 1953, DMPA, under the guidance of Mr. Young, 
submitted to DPA a series of zinc expansion programs which cannot be easily 
reconciled with facts showing the continuous easing of the zinc situation, both 
domestic and international. Although the zine stockpile goal had previously 
been set and was well under control, DMPA began submitting to ODM and DPA 
general overall programs for further expansion of stockpile objectives and 
for extension of the scope of borrowing authority under the Defense Production 
Act to subsidize zinc producers in various ways. Before June 1952 it was 
apparent that DPA had not become convinced of the urgency of his repeated 
proposals. 

On November 19, 1951, DMPA submitted to DPA its first program for zine 
expansion, which began 2 series of attempts to obtain a long-range expansion 
goal supported by appropriate borrowing authority. It was emphasized that 
the policy of DMPA would be to obtain zine primarily from North Americar 
sources and from producers capable of supplying zine at an early stage. DPA, 
on January 8, 1952, issued its expansion goal order authorizing an expansion 
goal for 1955 of 1,820,000 tons of zine production capacity, thereby increasing the 
annual capacity by 242,000 tons, but without granting overall borrowing authority 
to DMPA for the entire program. Instead, DPA approval was limited to par- 
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ticular projects, many of which had been previously certified in the period from 
March to July 1951. 

That the zine situation was steadily easing was demonstrated by a series of 
noteworthy developments early in 1952. Between August 1951 and March 1952 
only 15,000 tons of zinc were diverted from stockpile to defense orders. In 
January 1952 a Presidential directive had authorized withdrawal of 15,000 
tons for the same purpose, but only 90 tons were actually withdrawn. 

On February 12, 1952, DPA granted a DMPA request to allocate funds to make 
subsidy payments assuring zine producers a ceiling price of 19.5 cents per pound. 
ESA did not cbject to a proposal by Mr. Young on January 29, 1952, that a 
program be approved allowing DMPA to make contracts for periods not exceeding 
2 years ‘at guaranteed prices from .2 to 6 cents over existing ceiling prices. 
Softening of zinc market 

The tariff was suspended by Congress in February 1952 (66 Stat. 7), and the 
drop in world prices below the United States ceiling price resulted in increased 
imports of zinc ores and concentrates—48 percent over 1951; total imports of 
448,700 tons in 1952 reached a record second only to the peak war year of 1943. 

The price of zinc began to decline below ceiling as the situation steadily eased 
in 1952. DPA rejected another expansion program submitted on April 16, 1952, 
by DMPA to increase the supply to 1,300,000 tons a year and to authorize contrac ts 
not to exceed 17.5 cents for expanded production. 

In May 1952 DPA regarded its expansion goal of January 8, 1952, as more 
than sufficient to meet anticipated future requirements and DMPA’s request for 
additional tonnage as unrealistic. Periodic directives for short-term stockpile 
purchases which had not varied since June 20, 1951, were further reduced in 
May and June 1952. 

NPA allocation order M-9 was liberalized May 15, 1952, and revoked June 27, 
1952, as zine was then easily obtainable. 

In June 1952 the market price declined to 15 cents. Increases in inventory 
and further price declines to 12.5 cents caused domestic production to decline to 
604,000 tons in 1952, even though domestic production mine potential was 720,000 
tons. 

Because of the steady decline in zine prices and the consequent adverse effect 
on American industry, Mr. Young recommended further aid to domestic pro- 
ducers, but ODM and DPA withheld broad program approval. Approval con- 
tinued to be limited to particular projects. 

The Office of International Trade eliminated export quotas on July 3, 1952, 
and 66,000 tons of zine and zine ore concentrates were exported from this country 
in 1952. Trading in zinc futures, which had been suspended since July 1951, was 
resumed on the New York Commodity Exchange on July 23, 1952. Supply 
and demand could now operate freely in domestic and international markets. 

An expansion program emphasizing the hardship suffered by the domestic 
mines, due to curtailment of domestic zine mining production, was submitted to 
DPA by DMPA on July 18, 1952, when the market price was 15 cents. 


Curtailment of expansion 


In a meeting attended by DPA, DMPA, ODM, and MB representatives, Mr. 
Young complained that DMPA had been. placed in an embarrassing position 
because its new zinc-expansion program had not been approved and DMPA was 
morally obligated to make purchase contracts with people involved in exploration 
work for the Government. 

In view of the steady improvement in the zine situation, the completion date 
for the stockpile objective was amended in August 1952 to extend from June 
1953 to June 1954. This had the effect of cutting by 50 percent the required 
delivery by producers to stockpile for that year, thereby freeing additional zine 
for industry. 

In August 1952, when the market was 14 cents, GSA contracted for stockpile 
1,167 tons, at 15.5 cents per pound, of American Zine Co.’s surplus which could 
not be absorbed commercially. Additional purchases for stockpile were made 
from domestic surplus and foreign producers. 


CHANGE IN LANGUAGE 


After the second hearing before the Joint Committee on Defense Production, 
the General Accounting Office and Mr. Howard I. Young agreed to change the 
language of the above paragraph to the following: “In August 1952, when the 
market was 14 cents, GSA contracted with DMPA for stockpile 1,167 tons at 
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15.5 cents per pound. This delivery under the GSA-DMPA contract was made 
by American Zine at 19.57 cents per pound in accordance with a contract 
(GS OOP (D)-12114), between DMPA and American Zine entered into Sep- 
tember 18, 1952, effective as of November 5, 1951, following a letter of com- 
mitment dated October 25, 1951, accepted November 5, 1951, giving American 
Zine the right to ‘put’ to the Government at a floor price of 17.5 cents per 
pound plus escalation.” 

In analyzing the July 18, 1952, DMPA expansion program, DPA found that it 
was predicated on facts and conditions existing in January 1952 and that cur- 
rent supplies and requirements were adequate and further expansion unneces- 
sary. Based on this analysis, DPA advised DMPA on October 13, 1952, when the 
market price was 13.25 cents that the expansion program of July 18, 1952, was 
unrealistic and a study of the current zine situation indicated that further 
certification of borrowing authority was not required. Because the defense pro- 
gram was well under control and military requirements had decreased, the exist- 
ing expansion goal of 1,320,000 tons was reduced by 85,000 tons on that date. 

Before the middle of 1952 the easing of the zine situation had become a mat- 
ter of public knowledge. NPA allocation had been relaxed and revoked OIT 
export quotas had been eliminated, and trading in zine futures had been restored 
on the New York Commodity Exchange. The action of DPA in reducing the 
expansion goal was analyzed by the Wall Street Journal on November 15, 1952, 
in an article entitled “DPA lowers ‘unrealistic’ expansion target for 1955 by 85,000 
tons.” 

In December 1952, after the price of zine had fallen to 12.5 cents, DMPA made 
another proposal to DPA to expand zine production to ease the hardships of in- 
dustry. Floor-price assistance of 14.5 cents per pound, or 2 cents a pound over 
market price, was recommended to expand zine production. DMPA stated that 
consumer inventories were at a dangerously low level, whereas in fact these in- 
ventories were almost double those of 1951, and stocks of slab zinc at producers’ 
plants were almost 300 percent more than 1951 and nearly 10 times those of 
1950. By the end of 1952 consumers’ stocks of slab zine were 92,000 tons, an-in- 
crease of 83 percent from the beginning of the year. 

On December 12, 1952, DPA refused to approve a DMPA proposal to purchase 
1,400 tons of foreign zine at 17 cents when the market price was 12.5 cents. DMPA 
had justified the project on the basis of a moral obligation resulting from an 
informal agreement in December 1951. DPA cut zine expansion notwithstanding 
representatoins by DMPA that zine consumption had reached an all-time high and 
would go higher. 

The Munitions Board advised DMPA on December 30, 1952, that completion 
of the stockpile was deferred for 1 year at its request to provide for zine pro- 
duced under the expansion program. 

On January 6, 1953, the acquisition of substantial zinc tonnage from England 
was approved to avoid additional depressive effects on a free world market. ‘The 
market price was then 12.5 cents. 

On Mareh 27, 1953, when the zine market was 11 cents, DPA issued a freeze 
order applying to all strategic matetials commitments and directed DMPA not to 
make any further commitments under sections 302 and 303 of the Defense Produc- 
tion Act of 1950. 

Mr. Young, on May 1, 1953, supported various proposals submitted earlier to 
DPA on the ground that DMPA had made moral commitments which should be 
carried out. 

DP A’s rejection of DMPA’s expansion programs 

During Mr. Young’s tenure of office as Deputy Administrator of DMPA, from 
September 1951 to May 1953, he gave varying reasons to justify the succession 
of zine expansion programs. In the early stage—late 1951 and 1952—emphasis 
was placed on needs for defense production and essential civilian requirements. 
When the market broke in the spring of 1952—prices declining from 19.5 to 15 
cents—and defense and civilian requirements had been met, expansion was 
justified on the basis of hardships encountered by domestic producers due to 
falling prices and foreign importation. DMPA recommended subsidizing domes- 
tic producers by paying the difference between the ceiling price of 19.5 cents and 
the market price. In the spring of 1953, when the market price declined to 11 
cents, expansion was justified because of alleged moral commitments made to 
contractors some time previously. These reasons failed to convince ODM and 
DPA. 
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American Zinc and Mr. Young 


During the entire period of Mr. Young's tenure as Deputy Administrator of 
DMPA, Ameriean Zine, Lead & Smelting Co., of which he was president, had a 
material interest in the situation. Of the total domestic zine tonnage to be 
generated under expansion contracts, American Zinc alone was to smelt 47 per- 
cent of the concentrates ; that company controls approximately 10 percent of the 
total domestic zinc-smelting capacity. The Government bore the financial risk 
incident to the production of concentrates for the smelters. Although DMPA, 
under Mr. Young's direction, failed in its repeated efforts to obtain DPA’s 
approval of a broad zinc-expansion goal with authorization for blanket borrowing 
authority, it was successful in obtaining DPA’s approval of individual zine 
projects totaling $74 million, resulting in an estimated net loss to the Government 
of $8 million from its purchase and resale of zinc. While the Defense Production 
Act contemplated losses when required by the critical need for strategic metals, 
such losses for zinc, which always remained near the bottom of the priority list 
und was in relatively easy supply, could less easily be justified. 

The situation was complicated by the fact that Mr. Young served at least in a 
triple capacity throughout this period—Government official, company executive, 
and spokesman for the mining industry. As Deputy Administrator of DMPA 
und as its key operating official, it was his duty to insure needed defense mate- 
rials at the least cost to the Government. As a member of key Government com- 
mittees it was his duty to help formulate national defense policy in the fields of 
stockpiling, allocation, industry expansion, ceiling prices, etc. As president of 
American Zinc he obtained added sources of zinc concentrates to feed the sinelters 
of his company. As president of the American Mining Congress he sought to 
help domestic industry. His varied activities, which cannot always be com- 
pletely reconciled, stem from the fact that he was serving in this triple capacity : 
service to three masters, with equal loyalty to each, became plainly incompatible. 


ZINC STATISTICS 


The salient statistics of the zinc industry in the United States from the pre- 
Korea period through June 1953 are presented in the Hearings on Stockpile and 
Accessibility of Strategic and Critical Materials to the United States in Time of 
War, pursuant to Senate Resolution 143, 83d Congress, October 1953 (p. 193), 
and may be summarized as follows: 


1949 5, Qs 952 1953 g anu- 
iry-JUne) 


Production and imports of slab zine \ , 066, 411 18, 335 ; 641, 182 


Production ; ’ 910, 437 YS, 2 ‘ 5s }, 876 
Imports - - 26, 925 155, 974 ’ 115, 15 14, 306 


Production and imports of zine ores and 
concentrates 34, 38: ol, bi 1, 114, 700 530), 605 


Production. -- ; 623, : 666, 001 032 
Imports ’ j 278, 57: , 875 448, 699 57 


Stocks at smelters and consumers’ plants . 7 73, 13% 177, 931 187, 703 
Consumption of slab zine_- 967, 134 33. 852, 783 533, 482 
Exports of slab zine 58, 12, 917 36. 51 57.714 7,921 


SUMMARY OF CASES 


The three cases reported all have the following common elements: The Gov- 
ernment provided financial assistance to three marginal producers of zinc ore; 
the zine situation was not so critical as to require the assistance given these 
companies ; Government funds of nearly $400,000 were risked and lost to de- 
velop or continue these ventures; and the American Zinc, Lead & Smelting Co., 
of which Howard I. Young, Deputy DMPA Administrator, was president, or its 
subsidiaries, made contracts to smelt or buy concentrates produced by these com- 
panies and by which it could sell zinc in an assured market. 


Mid-Continent Mining Corp. 


Government advances totaling $325,000 were made to the company even though 
certain DMPA and GSA officials objected because the financial condition of the 
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company was bad, and the zine situation was no longer critical. Due to failure 
of this project, the Government lost this money and stands to lose $100,000 or 
more by reason of proposed GSA settlements to which the Acting Comptroller 
General has objected. 


MacArthur Mining Co., Ine. 


Certain officials of DMPA and other agencies objected to an advance of Gov- 
ernment funds to this company because its financial condition was bad, and the 
national zinc supply had greatly improved. However, $45,000 was advanced 
to the company to expand its production of zine ore. The advance was dependent 
upon a smelting agreement with the American Zinc Company of Illinois, a wholly 
owiled subsidiary of American Zinc, Lead & Smelting Co. The Government’s op- 
tion to take delivery of slab zinc was never exercised, but the agreements did 
assure the American Zine Co. a source of supply for zinc concentrates. About 
600 tons of slab zinc were produced. The MacArthur Co. was insolvent, and in 
the receivership proceedings that followed DMPA was unable to recover any of 
the advance. 


W. M. & W. Mining Co., Ine. 


yovernment subsidies exceeding $18,000 were paid the company when the 
market price for zinc concentrates was below the ceiling price, and there was no 
factual and a doubtful legal basis for these payments. These subsidies were 
paid sometime after American Zinc had advanced money to the company and 
contracted to buy its concentrates. Government financial aid was requested and 
approved soon after Mr. Young became Deputy DMPA Administrator. Zine con- 
centrates sufficient to produce about 700 tons of slab zine were sold to American 
Zine and the period of subsidies was extended by Mr. Young’s delay in approving 
termination of the contract. GAO is asking GSA to justify these subsidy pay- 
ments. 

While the three cases are only a small segment of the total zine expansion pro- 
gram, it may be significant that American Zine was conspicuous in many con- 
tracts for smelting of zinc concentrates produced by companies financed through 
Government funds, not to mention accelerated tax amortization. It may like- 
wise be significant that in other cases Government funds were lost because com- 
panies failed to reach production. 


SUMMARY 


Howard I. Young, president, director, and a substantial stockholder of Ameri- 
can Zine, Lead & Smelting Co., was also Deputy Administrator of the Defense 
Materials Procurement Agency (DMPA) later the Defense Materials Division, 
Emergency Procurement Service (EPS), General Services Administration 
(GSA). American Zine, Lead & Smelting Co. operated smelters to produce 
zinc from concentrates obtained from various producers. 

Maynard F. Clough of St. Paul, Minn., is president, director, and controlling 
stockholder of Mid-Continent Mining Corp., organized to acquire a lease on a 
mine that previously was operated to produce concentrates from zine carbonate 
ores. When the lease was acquired, only zinc sulfide ores remained which were 
less valuable and more difficult to reduce to metallic zinc. 

In December 1951 Mr. Clough, at Mr. Young’s suggestion, applied to DMPA for 
a floor-price contract and financial assistance to construct and operate the mine 
and concentrating mill. DMPA employed Robert S. Butler, a mining engineer, 
on Mr. Young’s recommendation. His first assignment was to report on the 
Mid-Continent application. 

Even though Bureau of Mines engineers had reported adversely on the tech- 
nical and economic feasibility of the Mid-Continent proposal, Mr. Butler recom- 
mended a floor-price contract for 7,400 tons of metallic zinc; an advance of 
$500,000 to equip the mine and construct a concentrating mill, with production to 
repay the advance; and concluded that Mid-Continent was competent to complete 
the project. Prior to completion of his report, Mr. Butler had been offered, by 
Mr. Clough and with Mr. Young’s approval, a position at twice his Government 
salary as superintendent at Mid-Continent. 

Because of adverse reports on Mid-Continent’s financial condition, Mr. Clough’s 
past business record, the marginal character of the Alice mine, and as zinc was 
no longer in short supply, key DMPA officials opposed financial aid to promote 
this venture. However, Mr. Young prevailed upon DMPA to finance Mid- 
Continent and contract to purchase zinc above the market price. 
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A contract was executed August 21, 1952, retroactive to July 16, 1952, between 
DMPA and Mid-Continent to purchase 7,400 tons of slab zinc at a subsidized price 
of 16 cents per pound and to guarantee a bank loan of $525,000. Mid-Continent 
was to produce zinc concentrates and arrange for smelting; provide capital or 
credit of $75,000 for additional facilities if expansion cost exceeded $325,000; 
obtain a loan not to exceed $325,000 from a bank or financial institution to 
construct and equip a concentrating mill of not less than 400 tons-per-day 
capacity. 

American Zine contracted on July 21, 1952, to purchase and smelt Mid-Con- 
tinent’s zine concentrates; to sell slab zine under Mid-Continent’s contract to 
the Government or in the open market for its account; to provide $75,000 if the 
$325,000 borrowed through DMPA was insufficient to complete the proposed 
mill. 

Mr. Clough applied for a loan with the Mercantile Trust Co. of St. Louis at 
the suggestion of Mr. Young, a member of its board of directors. DMPA failed 
to prevail upon the bank and Federal Reserve of St. Louis to forego its usual 
investigation, formal report and recommendations, and the loan application was 
withdrawn. A loan application was pending with the First National Bank of 
St. Paul, which insisted that Mr. Clough divest himself of stock control and 
disassociate himself from the management of Mid-Continent. Mr. Clough trans- 
ferred his stock to his wife, but continued in control. Detailed safeguards and 
precautions were established regarding the use of borrowed funds guaranteed 
100 percent by DMPA, but this application was withdrawn in September 1952, 
because Government financing was available. 

The contract between DMPA and Mid-Continent was amended October 2, 
1952, to provide for a Government advance of $325,000. No explanation has 
been found to justify a Government advance under the Defense Production Act 
of 1950 where Government-guaranteed private financing was available. This 
money was spent without completing the plant and leaving substantial debts. 

Safeguards recommended by DMPA officials to protect the interest of the 
Government in financing the venture were not adopted, and controls to insure 
performance of the contract were not installed. 

Mid-Continent could not obtain electric power and was obliged to install an 
electric powerplant, at an unanticipated cost of about $120,000. The contract 
provided for a concentrating mill of the capacity of approximately 400 tons per 
day, but Mr. Clough purchased equipment from Mr. Young’s company for a mill 
of 1,200 tons capacity, at an additional cost of approximately $60,000. 

secause of wasteful and inefficient administration Mid-Continent was unable 
to complete the mill. Mr. Clough applied May 12, 1953, for an additional advance 
of $75,000. Based on reports by American Zinc engineers, its contract negotia- 
tion division, and its mining engineer, V. A. Brussolo, DMPA refused further 
financial assistance. Mr. Brussolo found that the mine contained approximately 
190,000 tons averaging 2.5 percent zinc content and estimated that an addi- 
tional $240,000 would be required to put the mine in operation. This report 
conflicted with earlier representations by Mr. Clough, who estimated that 
$75,000 would suffice. American Zine refused to honor its $75,000 commitment 
to Mid-Continent. 

Mr. Clough alleged bias and prejudice by DMPA and GSA officials in refusing 
the advance. At the request of GSA the matter was fully reviewed by Judge 
W. Calvin Chesnut, who rendered an opinion on November 10, 1953, that the 
Government was under no legal, equitable or moral obligation to provide fur- 
ther financial assistance to Mid-Continent. 

Notwithstanding this opinion, GSA negotiated with Mr. Clough for settlement 
of various claims related to construction at the mine for amounts in excess of 
$100,000. The General Accounting Office has advised GSA that specific statu- 
tory authority would be required to relinquish contractual rights vested in the 
Government. 

The facts show that DMPA decisions on the technical propriety of the project, 
the financial responsibility and integrity of the company’s management, and the 
necessity for the project were not in the best interest of the Government in its 
zine program but were influenced by Mr. Young and his interest in Mr. Clough. 


BASIS FOR INVESTIGATION 


Information came to the attention of the General Accounting Office indi- 
cating that Mid-Continent had received favored treatment in the award of a 
contract for production of slab zinc and its undertaking failed after a Gov- 
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ernment advance of $325,000, and that GSA had failed to protect the Govern- 
ment’s interest in the matter. 


SCOPE OF INVESTIGATION 


The records in the Materials Division (formerly the Defense Materials Pro- 
curement Agency), Emergency Procurement Service, General Services Ad- 
ministration, were examined and personnel were interviewed to determine the 
negotiations, payments made, and other related matters pertaining to the con- 
tract. Information was also obtained from other agencies and from lending 
institutions, as well as other sources, relating to this contract. 


RESULTS OF INVESTIGATION 


Background data on companies and officials 


Companies and officials referred to in this report are: 

Mid-Continent Mining Corp., incorporated April 1951, under Missouri laws to 
acquire a lease on the Alice zinc mine near West Plains, Mo., with an authorized 
capitalization of 2,500,000 shares at 10 cents a share. 

Maynard F. Clough, St. Paul, Minn., promoter, president, director, and prin- 
cipal stockholder of Mid-Continent. 

The minimum paid-in capital required by Missouri law, $500, was paid by Mr. 
Clough, who received 3,500 shares. Harold Livingston and J. Brad Ellingson, 
the other incorporators, who originally had obtained the Alice mine lease, each 
received 750 shares. 

American Zine, Lead & Smelting Co., incorporated 1899 under Maine laws, 
is listed on the New York Stock Exchange; subsidiaries include American Zine 
Cos. of Illinois and Tennessee. 

Howard I. Young, St. Louis, Mo., president, director, and substantial stock- 
holder of these companies. R. A. Young, son, vice president of American Zinc 
of Illinois, a wholly owned subsidiary. 

From December 1951 to December 1953, key personnel employed by Defense 
Materials Procurement Agency (DMPA), governed by policy planning of the 
Office of Defense Mobilization (ODM) and charged with responsibility for 
procuring critical and strategic materials for national defense were: 

Jess Larson, Administrator, of DMPA and General Services Adminis- 
tration (GSA) 

Howard I. Young, president, American Zine, and from September 1951 
to May 1953, Deputy Administrator of DMPA 

Tom Lyon, Director of the Domestic Expansion Division and later Acting 
Deputy Administrator of DMPA 

Gunnard E. Johnson, Chief, Lead-Zine Branch, Domestic Expansion Divi- 
sion, DMPA 

Robert S. Butler, mining engineer, Lead-Zine Branch 

Messrs, Young, Lyon, Johnson, and Butler had mining experience. Other 

key officials were: 
Albert H. Greene, General Counsel 
John G. Ford, Director of the Contract Negotiations Division 
Johnston Russell, Director of Financial Analysis 


Making of contract 


On July 16, 1952, a “letter of intent” was signed between DMPA and Mid- 
Continent for development of the Alice mine (exhibit 1). Mid-Continent was 
to furnish evidence that it made satisfactory arrangements for smelting con- 
centrates; had capital or credit of $75,000 for additional facilities if the cost 
of expansion exceeded $325,000; could obtain a loan not to exceed $325,000 from 
a bank or other financial institution to construct and equip a concentrating mill 
of not less than 400 tons per day rated capacity; and the Alice mine lease was 
in good standing. 

If such evidence were furnished, DMPA agreed to guarantee a bank loan not 
exceeding $325,000 and to purchase 7,400 tons of slab zine at a guaranteed mini- 
mum price of 16 cents per pound. The Alice mine lease would be assigned as 
security to the Government with the right to inspect properties and records of 
the undertaking. 

On July 21, 1952, American Zine contracted with Mid-Continent to purchase 
and smelt zine concentrates, to sell or “put” slab zinc to the Government under 
Mid-Continent’s contract or to sell in the open market for its own account (ex- 
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pibit 2).° The same day American Zinc entered into an additional contract with 
Mid-Continent to provide $75,000 cash or credit if the $325,000 borrowed through 
DMPA provide insufficient to complete its proposed mill (exhibit 3). 

These contracts were signed by R. A. Young, vice president of American Zinc, 
within a few days after his father, Howard I. Young, Deputy Administrator of 
DMPA, and president of American Zinc, had been instrumental in having DMPA 
make a commitment to provide financial aid to Mid-Continent. The “letter of 
intent” followed an extended period of negotiations between Clough, on behalf 
of Mid-Continent, and Howard I. Young, on behalf of DMPA. 


Dvents leading up to making of contract 


Prior to November 26, 1951, Mr. Clough conferred with James Douglas of 
DMPA regarding the Alice mine. On December 11, 1951, as a result of this 
meeting and also at the suggestion of Mr. Young, Mid-Continent filed a proposal 
for delivery to DMPA of 30,000 tons of zinc concentrates. 

The application for a DMPA contract contemplated a $600,000 Government loan 
secured by profits from sale of 15,000 tons of slab zine at 19.5 cents per pound 
(exhibit 4). 

Three days after the filing of the Mid-Continent application—prior to formal 
negotiations with Mr. Clough and before any technical evaluation of the prop- 
erty had been made—Mr. Young’s son, R. A. Young, as vice president of the 
American Zine Company of Illinois, St. Louis, Mo., wrote Mr. Clough offering to 
take Mid-Continent concentrates and “put” them to the Government under Mid- 
Continent’s contract at not less than 19.5 cents per pound (exhibit 5). If the prices 
went below 19.5 cents, Mid-Continent would ask the Government to buy the re- 
sultant zinc from American Zine at 19.5. This offer was contingent upon a 
formal contract between Mid-Continent and the Government. From 1950 to 
November 1951 zinc had increased in price from 9.75 to 19.5 cents. 

During negotiations between Mr. Clough and DMPA officials early in 1952, Mr. 
Young’s attention was specifically directed to the price and supply of zinc and 
the situation regarding Mid-Continent, Mr. Clough, Mr. Butler, and the proposed 
contract. 

The price decline of zinc was accompanied by a large supply readily available. 

Mr. Young was advised by Max Medley, GSA Comptroller, that Mid-Con- 
tinent was not solvent but had a deficit of $21,400; that “* * * this corporation 
was formed in April 1951 for the express purpose of developing this project. It 
is needless for me to say that the degree of risk in advancing $400,000 to a 
corporation of this type is extraordinary. I also understand that the zine situ- 
ation is such that there is no critical shortage of supply and, in fact, the stockpile 
objective had been met.” [Italic supplied.] 

Mr. Young stated in reply that although Mid-Continent’s assets were negligible, 
the ore body constituted collateral; the management was capable of extracting 
zine concentrates at the specified cost and American Zine had agreed to aid in 
constructing the mill; despite the low current asset figure, a Government advance 
of $400,000 was fully justified. 

Mr. Young was advised by John G. Ford, Director of the Contract Negotia- 
tion Division, that Mid-Continent was investing little, if any, money in the ven- 
ture and admitted that it would be impossible to borrow money from RFC. It 
further appeared that the company had no funds and that its only assets were the 
Alice mine lease and alleged advancements of $34,000 by Mr. Clough; $20,000 
of this amount was represented as his salary at the rate of $15,000 a year. 

Mr. Young had recommended the appointment of Robert S. Butler whose 
lrst assignment was to report on the Mid-Continent application. Mr. Clough 
also knew Mr. Butler and offered him a job with Mid-Continent at twice his 
Government salary; this offer, which was known to Mr. Young and approved 
by him, was made before Mr. Butler completed his report on January 21, 1952. 

Mr. Butler’s report recommended a floor-price contract with Mid-Continent 
for 7,400 tons of metallic zine at a price to be determined by negotiation: an 


*“Put” means that the contractor can sell to the Government his product which he is 
unable to sell commercially at an amount equal to or greater than the guaranteed floor 
price of the contract. The Government thus guarantees not only a minimum price but also 
a ready market for the product. 

rhe processing contemplated by these arrangements may be briefly outlined as follows: 

(1) The raw ores containing small amounts of zine sulfide would go through the 

concentrating mill to be built by Mid-Continent with Government aid. 

(2) The concentrates containing high percentages of zinc would be smelted by 
American Zine. 5 

(3) The resulting slab zinc would be purchased by DMPA. 
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advance of $500,000 to equip the mine and construct a concentrating mill, with 
production to repay the advance. At an operating cost of $2.75 per ton, 17 cents 
per pound was required to repay the advance. His recommendation was based 
on an estimate of 300,000 tons of zine sulfide ore, of which 120,000 tons were 
“inferred” (i. e., the existence of such ore had not been proved by drilling). 
His report concluded that Mid-Continent was competent to carry out this project 
in a satisfactory manner. 

Mr. Young approved this report prior to its submission to the Contract Nego- 
tiation Division, and, although he was advised by Mr. Ford of unfavorable facts 
eoncerning the company’s financial condition, on January 25, 1952, he replied 
to Mr. Clough’s application and offered to consider a contract guaranteeing 17 
cents per pound for zine and to advance a substantial sum for capital eosts if 
Mid-Continent could show its ability to obtain $100,000 (exhibit 6). 

In reply Mr. Clough produced a letter from Mr. Young’s son, vice president of 
American Zine of Illinois, offering to provide Mid-Continent $100,000 (exhibit 7). 
The Contract Negotiation Division did not regard this proposal as responsive to 
the January 25, 1952, letter, since American Zinc’s offer was not to advance 
$100,000, but to provide this money only after $400,000 obtained from the Govy- 
ernment had been spent. The only money, other than the Government advanee, 
which the company actually received was $500 from Mr. Clough to obtain a Mis- 
souri charter. Mr. Clough had previously been unsuccessful in mining as well 
as other ventures. The Alice mine was distinctly marginal, and the amount of 
reserves and productivity were questionable. 

Before preparing his report of January 21, 1952, Mr. Butler had consulted 
with Bureau of Mines engineers. The engineers on March 11, 1952, rendered an 
adverse report on the technical and economic feasibility of the Mid-Continent 
proposal. This report was based on 19.5 cents per pound for slab zine and 
$600,000 advance financing. _Reference was made to findings of January 21, 
1952, by the United States Geological Survey that 239,230 tons of zine ore, aver- 
aging 2.57 percent zinc, existed at the Alice mine. Mr. Butler estimated 300,000 
tons, including 120,000 tons of “inferred” ore, as deep as 130 feet, but the Bureau 
of Mines’ calculations were based on lesser depths of ore indicated by actual 
drilling. The Bureau estimated that the mine contained only one-third of the 
zine which Mid-Continent proposed to produce. The Bureau report also raised 
questions as to the adequacy of electric power, water supply, and metallurgical 
processing. 

Since Mr. Clough had offered Mr. Butler a job while he was working on the 
Mid-Continent report, DMPA decided to obtain an impartial report. Jean Me- 
Callum, a consulting engineer, prepared at its request a report on April 15, 1952, 
which indicated the type of ore deposits, the tonnage limitations, and the neces- 
sity for further exploration, development, and pilot-plant work on the amenability 
of the ore to concentration. 

While negotiations between Messrs. Clough and Young were in progress in the 
spring and early summer of 1952, American Zine drilled test holes at Alice mine, 
for which Mid-Continent was billed $10,684.76. A copy of the American Zinc 
report was not available in the files of the GSA Materials Division, which suc- 
ceeded DMPA. 

During further negotiations in which Messrs. Young and Clough were actively 
participating, the market price of zine continued to decline. In addition to 
various adverse facts concerning the proposed deal, Mr. Young was informed 
about the questionable financial background of Mr. Clough and the serious risk of 
adverse publicity due to these facts and Mr. Young’s connection with American 
Zine. 

In spite of continued warnings from key DMPA officials, Mr. Young repeatedly 
asked Mr. Larson for a final decision approving the contract. On May 8, 1952, 
he stated that the situation looked O. K. from a technical and engineering stand- 
point. The next day he stated that Mr. Clough advised him that two new officers 
would hold controlling stock in the corporation: John Lawler, president of 
Torit Manufacturing Co., St. Paul, would be president and treasurer; Kay Todd, 
attorney for the First National Bank of St. Paul, would be vice president and 
secretary (exhibit 8). In consequence of phone calls from Mr. Clough, Mr. 
Young again requested action on June 4, 1952, reaffirming: “Mr. John Lawler 
and Mr. Kay Todd will be the responsible executive officials. I understand both 
these gentlemen are very responsible business and professional men of Minne- 
apolis” (exhibit 9). These men did not acquire controlling stock, nor did they 
become the responsible executive officials; while Mr. Todd became secretary, 
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Mr. Clough never relinquished managerial and stock control. Soon thereafter, 
Mr. Young asked Mr. Johnson to help clear up the Bureau of Mines report. 

Mr. Johnson on June 9, 1952, reported that in view of Mr. McCallum’s inde- 
pendent report and the fact that additional holes had been drilled and metal- 
lurgical tests made, no further action on the Bureau of Mines report was 
necessary. 

On June 18, 1952, Mr. Butler, Acting Chief of Lead and Zine Branch, DMPA, 
submitted an estimate of profit and loss based on aiternate prices of 16 and 17 
cents in relation to Mid-Continent’s application. His analysis which incorrectly 
showed a loss to Mid-Continent of $76,320 at a price of 16 cents and a gross profit 
of $51,813 at 17 cents, resulted from his failure to consider the residual value of 
the plant after 1 year’s operation and his overstatement of interest charges by 
approximately $25,000. 

Although Mr. Ford differed with Mr. Butler’s figures and so advised Messrs. 
Young and Larson, the latter on June 23, 1952, instructed that the contract be 
consummated. On June 27, 1952, Mr. Clough met with DMPA officials and was 
advised that Mr. Ford had been instructed to offer him a letter of intent for a 
floor-price contract for slab zine at 16 cents per pound and to guarantee a loan 
up to $300,000 on condition that Mid-Continent submit a revised plan for a 500 
ton-per-day mill instead of the 1,000 originally proposed and to show adequate 
evidence of working capital. On July 2, 1952, Mr. Clough submitted a revised 
plan covering construction and operating costs of a 500-ton mill. On July 3, 1952, 
Mr. Butler advised Mr. Johnson that the revised plan was feasible and the mine 
could be operated profitably on the basis of 16 cents per pound. Mr. Johnson 
advised Mr. Young on that day that the indicated profit of 36 cents per ton of ore 
before taxes seemed a small margin. Mr. Young on July 14, 1952, approved the 
negotiation of a contract at 16 cents per pound and a guaranteed bank loan of 
$325,000 (exhibit 1). 

Mr. Young instructed Mr Greene to prepare the letter of intent, dated July 
14, 1952 (DMP-15), binding the Government to a floor price of 16 cents on 7,400 
tons of slab zinc, totaling $2,368,000 (exhibit 1). The zinc market had become 
“soft,” the price having dropped 414 cents in 2 months. As the letter of intent 
was issued when the quoted price for zinc was 15 cents a pound, the proposed 
contract price exceeded the market price by $148,000. Mr. Clough, on behalf of 
Mid-Continent, accepted on July 16, 1952. On July 17, 1952, Mr. Ford protested 
to Mr. Greene the inclusion in the letter of intent of the stipulation that the 
Government would enter into a contract “* * * on terms mutually satisfactory.” 
Two days after acceptance of the letter of intent, Mr. Young notified Mr. Clough 
by telegram that DMPA would not join in the project if he employed Mr. Butler, 
in view of the unfortunate situation which had developed. Mr. Butler was not 
employed by Mr. Clough, but continued to work for DMPA. 

Mr. Young’s son signed two letters, dated July 21, 1952, committing American 
Zine to purchase zine concentrates from Mid-Continent (exhibit 2) and to 
advance $75,000 after the company had fully spent the $325,000 received from 
the Government (exhibit 3). Since DMPA could requisition 125 tons per month 
of slab zine resulting from Mid-Continent’s concentrates, American Zinc would 
be empowered to sell to DMPA “* * * such quantity of metal as you [Mid- 
Continent] are legally required to deliver at the market price prevailing at the 
time the concentrates from which this metal is recovered are delivered at 
destination, but not less than 16 cents per pound under any circumstances.” 
These letters gave American Zinc the opportunity to “put” zinc to the Govern- 
ment at 16 cents per pound even though the market price was less. 

Althouh the usual contract procedure in DMPA was for the Contract Nego- 
tiation Division to handle negotiations, the negotiation of this contract was 
handled by Mr. Greene, General Counsel. Mr. Ford, Director of that Division, 
had made various recommendations and objections which had been disregarded. 
August 20, 1952, a day before the formal contract (exhibit 10) was executed, 
Mr. Ford sent Messrs. Young and Greene a memorandum acknowledging receipt 
of the contract prepared by Mr. Greene and submitted by Mr. Young to Mr. 
Larson for signature and went on record to state: 

(a) “The contract was not concurred in by this Division. 

(b) “The contract makes no requirement for a showing of competent 
management. 

(c) “The contract violates the basic principles of a floor-price contract 
in that it does not provide for termination of the contract when the con- 
tractor has recovered his investment in facilities, as provided in article X 
(3) of the standard zine contract prepared by your office, and as included 
in floor-price contracts negotiated by this office. 
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(d) “The contract provides, in article X (b) for reports which ‘indicate 
the accumulation of the contractor’s “cash return” as defined in article 
IX.’ Nosuch definition is contained in article IX. 

(e) “The Office of Public Information has not been requested to prepare 
a release on this contract, as provided in the internal procedure of this 
office.” 

On November 5, 1952, American Zine and Mid-Continent amended their con- 
tract for the purchase of zinc concentrates to give American Zinc the benefit 
of a price above the current market price of zinc which remained below 16 cents 
per pound (exhibit 11). This amendment conflicted with Mid-Continent’s 
contract under which the Government was obligated to purchase only zinc pro- 
duced by Mid-Continent. In November 1952 zinc was quoted at 12.5 cents a 
pound, a decline of 7 cents during the preceding 11 months. 


Efforts made to finance contract 


Mid-Continent was unable to obtain money elsewhere and needed financial 
aid from the Government. 

On January 22, 1952, Mr. Ford advised Mr. Young that Mid-Continent pro- 
posed to invest little, if any, money, and this fact alone would prevent it from 
borrowing money from customary sources. Mr. Clough had admitted that it 
would be impossible to borrow from RFC. Mr. Young was further advised that 
under various Executive orders it was the intention of the Defense Production 
Administration (DPA), that RFC handle financing. Defense Mobilization 
Board (DMB) Document 3, issued February 14, 1951 directed that advance 
payments be curtailed drastically and made available. only when financial aid 
is not otherwise obtainable. [Italics supplied. ] 

On January 31, 1952, Mr. Medley advised Mr. Young that in view of Mid-Con- 
tinent’s deficit, the degree of risk in advancing $400,000 was extraordinary. He 
favored a guaranteed loan under which DMPA would obtain expert analysis 
of the financial risk from the Federal Reserve bank in the district where the 
property was located. His objection to an advance to a marginal producer at a 
time when the zine situation was not urgent was reechoed by Mr. Butler who on 
April 18, 1952, recommended rejection of Government financial assistance to the 
W. M. & W. Mining Co.: 

“That is obviously a submarginal operation and there is the question in my 
mind whether, in view of the improving situation with respect to zinc, supply, 
the Lead-Zine Branch is justified in recommending over-the-market assistance 
for even the present production.” [Italics supplied. ] 

On February 4, 1952, Mr. Young replied to Mr. Medley that Mid-Continent 
was “* * * * organized for the sole purpose of exploiting the ore body for which 
the $400,000 advance is intended * * * and it should be noted that the American 
Zine Company of Illinois has agreed to assist Mid-Continent in the erection of its 
mill and in the working out of efficient metallury.” He concluded: “Under all the 
circumstances and in spite of the low current asset figure attaching to the 
corporation we consider the advance of $400,000 fully justified * * *.” 

On February 8, 1952, Maxwell H. Elliott, GSA General Counsel, to whom the 
matter had been referred, advised Mr. Young of the following statutory require- 
ments on advance financing: 

“* * * Section 302 of the Defense Production Act of 1950, as amended, provides 
that loan may be made thereunder only to the extent that financial assistance 
is not otherwise available on reasonable terms. This imposes a statutory obliga- 
tion to determine that private financing, with or without a Government guaranty, 
is not available on reasonable terms before a Government loan can be made. 
Under the narrow letter of the law an advance payment is technically not a loan. 
Where, however, an advance payment is made for capital improvements and is 
repayable in determinable amounts over a stated period, it resembles a loan so 
closely that only a mother could tell them apart. I think, therefore, that the 
making of an advance payment of this kind without first determining that private 
financing is not available on reasonable terms would be violative of the spirit 
and intent of the act. In this connection your attention is invited to the declara- 
tion of policy for the act which states that measures taken thereunder shall be 
done within the framework, as far as practicable, of the American system of 
competitive enterprise.” [Italics supplied.] 

Messrs. Ford, Medley, and Elliott were thus in agreement that a bank loan 
was preferable to a direct advance. 

1. Application for V loan filed with Mercantile Trust Co. of St. Louis —Mr. 
Howard Young was also a director of the Mercantile Trust Co. of St. Louis, at 
the time Mr. Clough applied for a V loan on behalf of Mid-Continent. At Mr. 
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Young's direction, Mr. Butler, on June 12, 1952, wrote a letter for the Domestic 
Expansion Division of DMPA to the Federal Reserve Bank in St. Louis, con- 
taining numerous enclosures, including his favorable report, but omitting the 
adverse report of March 11, 1952, submitted by the Bureau of Mines. 

On July 31, 1952, Mr. Greene requested the Federal Reserve Bank in St. Louis 
to forego its usual investigation so as to expedite Mid-Continent’s V loan 
application. 

Mercantile Trust stated that it would cooperate with the Government, waive 
its usual investigation and make the loan on conditions indicated by DMPA. 
It insisted, however, that funds advanced for Mid-Continent be paid to an 
approved title insurance company competent to check construction projects and 
to make disbursements directly to contractors and suppliers. 

Federal Reserve of St. Louis wrote the Board of Governors of the Federal 
Reserve System in Washington, on August 4, 1952, asking that Mr. Greene’s 
telephone request of July 31, 1952, be reduced to writing, since DMPA’s proposed 
waiver of Federal Reserve investigation was a departure from regular procedure 
in handling V loan applications. 

On August 14, 1952, Mr. Medley wrote Federal Reserve in Washington relative 
to the August 4 letter and stated that DMPA after extensive investigation had 
determined that the project was technically and economically feasible and be- 
cause of this investigation and the time consumed DMPA would not require the 
usual report. However, after referring to a letter of August 6, 1952, from 
DMPA to Mercantile Trust, he further stated: 

“The unusual procedure of handling this application is recognized. However, 
it is felt that the DMPA investigation and study of the project, together with 
whatever investigation is deemed necessary by the Mercantile Trust Co., will 
provide sufficient information for this Agency to proceed in the financing of this 
essential expansion of production. Accordingly, any additional investigation 
and study by the Reserve Bank would be largely repetitious.” 

On August 19, 1952, Mr. Medley was advised of difficulties in processing Mid- 
Continent’s V loan application in St. Louis. Due to the injection of the views of 
the principals of the corporation and actions taken by other DMPA officials, 
Mercantile Trust felt entitled to a 100 percent guaranty of the loan, since it was 
required to forego its usual investigation. Mr. Medley’s letter caused Federal 
Reserve in Washington to send him a letter stating that the Board would fully 
review the propriety of the situation in which it was to act as fiscal agent with- 
out normal participation in a V loan. This would further delay financing, 
but a compromise was reached with representatives of the Board. 

While Mid-Continent’s application for a V loan was pending in St. Louis, it 
filed a similar application in St. Paul (exhibit 12). 

2. Application for V loan filed with First National Bank of St. Paul—oOn 
September 5, 1952, Mr. Russell, Director of the Credit and Finance Division of 
DMPA, notified Federal Reserve in Washington that as a Mid-Continent applica- 
tion for a V loan was also being processed through Federal Reserve at Min- 
neapolis, the position of DMPA remained unchanged regarding the approach by 
either St. Louis or Minneapolis Federal Reserve and Minneapolis should be 
advised of DMPA’s desire to expedite the loan and waive investigation. The 
application for a V loan had been filed with Federal Reserve in Minneapolis by 
the First National Bank of St. Paul for a 100 percent guaranteed loan to Mid- 
Continent for $325,000. Federal Reserve of Washington on September 8, 1952, 
advised Federal Reserve at Minneapolis of the necessity of expediting the loan 
and of DMPA’s willingness to waive the requirement of a formal report encom- 
passing the background of the company. 

Mr. Young sent Mr. Larson memoranda (May 8 and 9, 1952), stating that 
Messrs. Lawler and Todd, of St. Paul, would serve as the executive officers and 
would hold controlling stock in the corporation. 

First National did not consider Mid-Continent a good credit risk, but entered 
a V loan application because the loan would be Government-guaranteed and be- 
cause Mr. Lawler, an influential citizen of St. Paul and a friend of Mr. Clough, 
had asked the bank to process the application. The application showed that 
Messrs. Lawler, Todd, and Lethert, an accountant of St. Paul and partner of the 
Central Accounting Bureau, were the principals who would devote close and 
conscientious attention to the project : they were new factors in the Mid-Continent 
:icture and previously were not active, either as part of ownership or manage- 
ment, in negotiations between the Government and Mid-Continent. 

Mr. Russell advised Federal Reserve of discrepancies between statements in 
the loan application and in DMPA records as to ownership and control. DMPA 
records showed that Mr. Clough owned 3,500 out of 5,000 shares outstanding. 
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The loan application showed that as of August 25, 1952, Mrs. Clough owned 
350,000 out of 500,000 shares outstanding. These discrepancies have not yet 
been explained. Mr. Clough was not shown as an officer or stockholder. 

First National of St. Paul required Mr. Clough, a resident of St. Paul, to 
withdraw from participating in the ownership and management of Mid-Conti- 
nent. His stock was transferred to his wife, Tracy C. Clough. 

After the bank and the company had executed the loan agreement, the bank 
was advised that Mid-Continent was being financed by direct advances from 
DMPA. On September 18, 1952, First National of St. Paul withdrew its loan 
application with Federal Reserve of Minneapolis for a 100-percent guaranteed 
V loan of $325,000 to Mid-Continent. On September 10, 1952, Mercantile Trust 


of St. Louis had withdrawn its application for a V loan with Federal Reserve of 
St. Louis. 

3. Advance financing by DMPA of Mid-Continent.—Mr. Elliott had advised Mr. 
Young that under the Defense Production Act of 1950 and related regulations, 
advances could be made only to the extent that financial assistance was not oth- 
erwise available on reasonable terms and that an obligation was thus imposed 
upon DMPA to determine that private financing was not available on reasonable 
terms, with or without a Government guaranty, before an advance could be made. 

On September 17, 1952, 1 day before First National withdrew its application 
for a V loan, Mr. Lyon, then Acting Deputy Administrator, approved as an essen- 
tial project the Mid-Continent plan to produce zine and certified to the bank that 
“the contractor has the technical ability and the required facilities to perform.” 
The certificate further stated that while no special investigation had been made 
of the contractor’s financial condition, reference to financial data disclosed 
‘nohing adverse to the execution of the guaranty, except as furnished here- 
with.” 

Adverse financial and other information contained in DMPA files was not sub- 
mitted to the bank to the effect that Mr. Clough had no previous successful 
mining experience; there was derogatory information concerning him and the 
vice president of the company; Mid-Continent held a lease on an open pit mine 
from which all of the more valuable zinc carbonate ores had already been re- 
moved; the remaining zine sulfide ores were more difficult to reduce to metallic 
zine. 

On October 2, 1952, the contract with Mid-Continent which was amended 
to provide for an advance of $325,000, recited that DMPA had administratively 
determined that the contractor had diligently endeavored, without success, to ob- 
tain financial assistance to fulfill its contractual commitments. As a loan agree- 
ment had already been made with First National of St. Paul and Government- 
guaranteed private financial assistance was thus available, no explanation has 
been found to justify the Government advance in spite of Mr. Elliott’s ad- 
vice. 

The Credit and Finance Division had prepared numerous detailed safeguards 
for the proposed V loan, but the agreement for DMPA to advance $325,000 to 
Mid-Continent eliminated many of these safeguards including the following: 

*ayments of advances through a competent third party; experienced manage- 
ment; cost estimates; approval of record management; American Zine to pro- 
vide financial aid before disbursement of the loan proceeds; bonding of officers 
and employees. 

The amendment authorized Mid-Continent to borrow $75,000 from American 
Zine and made it the exclusive purchaser of zinc concentrates produced by Mid- 
Continent. 

On October 3, 1952, in response to Mr. Clough’s request for the first advance 
of $100,000 for use in development and preparation for production, DMPA made 
this amount available for the credit of Mid-Continent, and the First National 
Bank of St. Paul was instructed that Mid-Continent officers were authorized to 
sign checks drawn against the account established there through the deposit of 
the first $100,000 advance, but checks had to be countersigned by the regional 
director or comptroller of GSA. On October 8, 1952, administration of the con- 
tract was assigned to the Kansas City office of GSA. 

Advances of $100,000 were made on November 20, 1952, and the remaining 
$125,000 on January 21, 1953. 


Nonperformance of the contract 
DMPA approved a mill of approximately 400 tons capacity, but despite the 
contract limitations Mid-Continent proceeded to construct a mill of approximate- 


ly 1,200 tons capacity. Mr. Young had previously stated that American Zinc 
would help in the construction of the mill. Mr. Clough purchased from Amer- 
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ican Zinc on its recommendation equipment for 1,200 tons capacity. In conse- 
quence of these purchases the cost of equipment was increased about $60,000. 

Attention had previously been directed to the importance of providing for 
adequate electric power through REA or by a suitable electric powerplant. De- 
spite the poor financial condition of Mid-Continent, adequate arrangements were 
not made to anticipate the problem of procuring electric power, which proved 
to be a substantial item of additional cost. 

DMPA did not raise any question as to the ability of Mid-Continent to obtain 
power from REA by deposit of $25,000. No provision was made for the contin- 
gency that Mid-Continent might be required to purchase and install its own elec- 
tric powerplant. Mid-Continent was unable to obtain electric power without 
furnishing an advance deposit of $165,000; instead, it purchased a diesel electric 
plant for approximately $120,000. 

The $325,000 originally advanced by DMPA might have been adequate if the 
smaller mill required by the contract had been constructed and electric power 
were readily obtainable from a power company. The diesel plant and the extra- 
sized mill equipment increased costs about $180,000—over one-half of the $325,000 
advance. 

Reports revealed incompetent and extravagant management by Mr. Clough 
and Harold Livingston, vice president of Mid-Continent in charge of operations 
at West Plains. The Kansas City office of GSA did not take necessary steps to 
insure performance of the contract. 

1. Report of Mid-Continent mine superintendent.—Mr. Young had recommended 
the employment by Mr. Clough of Arthur J. Yahn, an experienced mining man, 
as superintendent, who began work in September 1952. Mr. Yahn sent letters 
of resignation dated March 9 and April 12, 1953, to Mr. Clough and also informed 
Mr. Young as to his reasons for quitting. His letters questioned Mr. Clough’s 
competence, personal integrity, and business ethics, and asserted that the job 
was disorganized and demoralized by reason of erratic, wasteful, and extravagant 
operations. Mr. Yahn was persuaded to remain after sending his letter of 
March 9, 1953, but quit in April. The construction foremen, J. L. Scott and 
H. R. Dale, also quit at that time. 

Two weeks after Mr. Yahn’s first letter of resignation, Mr. Young requested 
ODM to grant DMPA $666,000 borrowing authority for Mid-Continent. 

2. DMPA inspection.—M. C. Robinson, a contract negotiator for DMPA, exam- 
ined operations at West Plains and reported that $325,000 had been advanced 
solely on Mid-Continent’s general statements of requirements; no cash flow sheet 
had been furnished by Mid-Continent and available invoices in the Kansas City 
office of GSA could not be connected with any particular phase of the plan; with 
the exception of the flotation cells, only used equipment had been purchased, 
some of which was in very poor condition and of doubtful utility even if recon- 
ditioned. He also reported that even with good management and strict economy 
it was very doubtful that Mid-Continent could complete the project ; about $8,000 
was left from the $325,000 advance; including $75,000 available from American 
Zinc, the estimated requirement of $95,000 to complete the project could not be 
met. 

The report concluded that it was doubtul if the target date of July 16, 1953, 
could be met; the Government advance had been partly dissipated on adminis- 
trative overhead ; the operational value of the equipment was doubtful even with 
major overhaul; and the planned mining method was not feasible after a short 
period-of operation. It recommended that a resident Government inspector be 
installed there during July and that monthly inspections of operations be made 
prior to July. 

3. American Zinc report—American Zinc on July 21, 1952, had agreed to 
advance $75,000 to Mid-Continent only after it had fully expended the $325,000 
obtained from the Government, which was a condition precedent to the contract 
between DMPA and Mid-Continent. 

American Zine engineers made an independent investigation of the Alice mine 
project and reported on April 28, 1953, that about $18,000 remained on hand from 
the $325,000 advance: at the current rate of expenditures Mid-Continent could 
not meet its May 15, 1953, payroll: an additional $271,460 would be required to 
commence operations, but initial expenses would be heavy since most equipment 
had been purchased second-hand. They further reported that the entire $325,000 
had been planned to be spent for equipment and material, and approximately all 
overhead and construction labor represented an overexpenditure ; pit preparation 
required preliminary stripping of 40,000 cubic yards of waste material, at an 
estimated cost of $36,000, before any production whatever could be started; pit 
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preparation had not been begun ; and there were no layout plans or surveys or cost 
estimates for a mining plan. 

The report further stated that Mr. Clough had no one competent to direct the 
operation of the pit and recommended against any expenditure whatever by 
American Zine in the Alice mine project. American Zinc refused to advance the 
$75,000 under its agreement. 

4. Report of DMPA.—Mr. Clough did not raise funds from stockholders or other 
private sources. On May 12, 1953, Mid-Continent asked DMPA for an additional 
advance of $75,000 to complete the project. 

This request was referred to V. A. Brussolo, a DMPA mining engineer, who 
reported on June 1, 1953, that while the metallurgical phase of the work was 
technically feasible, there was serious doubt that the planned mining methods 
were possible within the company’s cost estimates. The limitations of the ore 
reserve precluded an economic method of exploitation; the project was economi- 
eally unsound and it would be inexpedient for the Government to provide addi- 
tional financing. Mid-Continent was unable to show a source of private financing 
or that the additional advance of $75,000 would suffice to start operations. An 
estimated $220,000 would be required for this purpose. 

On June 3, 1953, DMPA denied Mid-Continent’s request for $75,000 on the 
ground that the ore reserves and the cost of operations did not justify additional 
advances. In May 1953 Mr. Young had ceased to be Deputy Administrator and 
had been reassigned to serve as a consultant to DMPA. 

Despite adverse technical and financial data on Mid-Continent on file at DMPA, 
Mr. Lyon, Acting Deputy Administrator, amended the contract on July 10, 1953, 
to extend the date of production of zinc concentrates from July 16, 1953, to 
October 16, 1953. 

On July 14, 1953, Mr. Lyon asked ODM for instructions on whether to provide 
additional funds or liquidate various contracts in default. On July 31, 1953, 
ODM advised Edmund F. Mansure, who succeeded Mr. Larson as GSA Adminis- 
trator, that additional funds were warranted only if the ultimate net cost to 
the Government would be less than liquidation. 


Abandonment of project by Mid-Continent 


On July 10, 19538, the Kansas City office of GSA reported that Mid-Continent 
on July 3, 1953, had stopped construction because of insufficient funds and lack 
of credit. Mr. Livingston, Mid-Continent vice president in charge at West 
Plains, stated that an additional advance of $250,000 was required and opera- 
tions could not commence before 6 to 8 weeks. 

On August 12, 1953, DMPA notified GSA that Mid-Continent had abandoned 
the uncompleted plant and equipment and requested a prompt inspection and 
placing of guards at West Plains. Inspection disclosed that various pieces of 
equipment had been removed and that claims had been made by employees for 
unpaid wages and a mechanics lien for $3,510 had been filed. 


Decisions as to propriety of further Government financing 


1. By GSA Administrator.—On August 19, 1953, the Kansas City regional 
director of GSA recommended that DMPA “* * * should not advance any 
more money into this project as it would be a little bit worse than sending good 
money after bad.” 

Mr. Mansure advised ODM that the West Plains project was unsound and 
asked that the denial of Mid-Continent’s application for an additional $75,000 
advance be affirmed and immediate steps be taken to end this operation. 

2. By Federal Judge W. Calvin Chesnut.—Mr. Clough repeatedly charged bias 
and prejudice of various officers of DMPA and GSA in the denial of additional 
Government financing. Hon. W. Calvin Chesnut, retired United States district 
judge for the district of Maryland, was invited by GSA to determine if the 
Government owed Mid-Continent any legal, equitable, or moral obligation to 
advance additional funds. 

At the informal hearing Mr. Clough was afforded full opportunity to present 
his side of the controversy. Judge Chesnut issued his opinion on November 10, 
1953, holding there was no legal, moral, or equitable basis for the Government 
to reconsider its decision denying additional financing; nor was there anything 
to indicate unfair treatment by DMPA or GSA of Mid-Continent (exhibit 13). 
His opinion concluded with the following observation : 

“Tt is also, of course, elementary that the administrative agency of the Gov- 
ernment in making contracts to bind the Government is expected to exercise 
prudence and care and reasonable good judgment in expenditures of public 
funds. That duty is, of course, a public trust.” 
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Proposed settlement by GSA of third-party claims 

Based on Judge Chesnut’s decision, GSA Chief Trial Counsel on November 16, 
1953, recommended that the Administrator immediately issue letters of termi- 
nation, seize control of the property, and direct foreclosure of the Government’s 
lien and mortgage. This proposal was not adopted and Mr. Clough was granted 
additional time to submit a plan of financing and operation. On May 24, 1954, 
GSA notified Mr. Ciough that it was concerned with the loss sustained by 
laborers, their families, and small suppliers, and requested a certified statement 
showing advances made to the corporation and its present indebtedness. 

In reply to Mr. Clough’s statement of alleged advances, GSA advised it was 
not satisfied that he had ever advanced anything, especially since his indebted- 
ness on October 31, 1950, was approximately $200,000, a tax lien of $15,557 
existed in May 1952, and judgments for $39,793 were pending in the District of 
Columbia. 

To settle the matter, GSA offered to cancel the $325,000 debt from Mid- 
Continent, give Mr. Clough partial reimbursement for funds advanced and 
actually used for plant construction and to pay persons supplying labor or 
material for plant construction. In return GSA was to acquire all of Mid- 
Continent’s rights, title, and interest, which was estimated to have a salvage 
value of not more than $50,000. 

A report was submitted to Mr. Clough on June 18, 1954, by the Central Account- 
ing Bureau of St. Paul on the current financial status of Mid-Continent. Third- 
party obligations were said to total $239,000. A. J. Lethert, a partner of the 
Central Accounting Bureau, which kept the Mid-Continent records, was serving 
as treasurer of Mid-Continent. GSA questioned the report us it was not made 
by independent accountants. 

In August 1954 based on its own audit, GSA proposed to pay immediately 
about $100,000 to certain laborers and suppliers if Mid-Continent would convey 
to GSA all its rights to the property. This proposal included the possibility of 
settling remaining claims in the future. 

Based on the materials being developed in this investigation, the Acting 
Comptroller General of the United States questioned this proposed settlement 
and advised GSA on February 17, 1955, that GSA could not lawfully assume 
obligations outside of the contract or relinquish contractual rights vested in the 
Government. Reply to this letter has not yet been received. 


CONCLUSIONS 


It appears that DMPA did not act in the best interest of the Government in 
advancing $325,000 to Mid-Continent. 

ODM and DPA directives had emphasized that Government funds not be 
used for marginal producers or poor credit risks. Moreover, zinc had been placed 
near the bottom of the list of strategic and critical materials and stockpiling of 
zine had advanced sufficiently to render unnecessary the assumption of undue 
risk in providing financial assistance to Mid-Continent. 

Government funds were advanced to Mid-Continent, where Government-guar- 
anteed private financing was available, and in disregard of ODM and DPA direc- 
tives and also of adverse recommendations of key DMPA officials as to the bad 
financial condition of Mid-Continent and the marginal nature of its mining 
venture. 

The unusual personal interest on the part of certain DMPA officials furthered 
Mr. Clough’s promotional venture. From December 1951 to May 1953 Mr. Young 
was in a key position both in DMPA and American Zinc. He was instrumental 
in having Mr. Clough, in December 1951, apply to DMPA for a loan and hiring 
Mr. Butler to process Mid-Continent’s application. Mr. Young’s company, Ameri- 
can Zine, had contracts for drilling at Alice mine and contracted to smelt Mid- 
Continent’s zine concentrates. Notwithstanding objections from DMPA officials 
and adverse financial and technical reports on Mid-Continent and Mr. Clough, 
Mr. Young was interested in having the V loan application filed with Mercantile 
Trust, of which he was a director. After the V loan failed to materialize, he 
succeeded in arranging the $325,000 advance from DMPA, in spite of serious objec- 
tions and without adequate provisions to protect the Government. American 
Zine was protected, not only in providing supplemental financing for Mid-Conti- 
nent, but in the smelting contract and the opportunity to “put” zinc to the Gov- 
ernment at subsidized prices. Although the DMPA contract with Mid-Continent 
provided for a mill of about 400 tons a day capacity, Mr. Young advised Mr. Clough 
as to the type of equipment to buy and sold him equipment for a mill of 1,200 
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tons a day capacity. After Government funds were risked to finance this venture, 
American Zine would have an additional source of zine concentrates for its 
smelters at no risk. 

The abandonment by Mid-Continent of the uncompleted project which never 
reached production has already resulted in a loss of $325,000 to the Government, 

Proper safeguards were not provided to protect the Government in advanc- 
ing money to Mid-Continent and the necessary controls to insure proper perform- 
ance by Mid-Continent of its contract were not installed. 

Although Judge Chesnut found that the Government was under no legal, equi- 
table, or moral obligation to make further advances to Mid-Continent, GSA con- 
tinued for a year thereafter to negotiate with Mr. Clough in an effort to settle 
his alleged claims. The proposed settlement was quesioned on November 17, 
1954, in a letter to GSA from the Acting Comptroller General. On February 17, 
1955, in reply to GSA’s letter of December 1, 1954, attempting to justify the 
settlement, the Acting Comptroller General concluded: “It is, therefore, our 
view that, on the basis of the present record, the proposed settlement agreement 
would be highly questionable.” 


EXHIBITS 
Exursit No. 1 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, D.C., July 14, 1952. 
Contract No. DMP-15. 


Mr. MAYNARD CLOUGH, 
President, Mid-Continent Mining Corp., 
West Plains, Mo. 

Dear Mr. CLoucu : Reference is made to your recent conversations and negotia- 
tions with members of our staff regarding the Alice Mine located near West 
Plains, Mo., which you represented contained an estimated 300,000 short tons 
of zinc-bearing ore, with an average zinc content of 3.2 percent. 

You propose to expand and develop the mining property in West Plains, Mo., 
known as the Alice Mine which will make possible the extraction of zinc ores 
from such mining properties by normal mining practices at the rate of approxi- 
mately 400 short tons per day. The facilities are estimated to cost approxi- 
mately $325,000 and the financing of such facilities and the operation thereof 
to be made through private sources. 

The United States of America, hereinafter referred to as the “Government,” 
acting through the Defense Materials Procurement Agency, hereby agrees 
that if: 

1. Your corporation shall furnish evidence to the Government satisfactory 
arrangements for smelting and refining facilities with a smelter of estab- 
lished experience and responsibility sufficient to enable Mid-Continent to 
meet delivery obligations of the quantity of slab zinc, meeting national 
stockpile specification P—59, latest revision, as of the date hereof ; 

2. Your corporation shall evidence to the Government the availability of 
capital or credit in an amount of $75,000, which sum or portion thereof 
shall be available for additional facilities and improvements in the event 
that the cost of the facilities exceeds $325,000, and for working capital; 

3. Your corporation can obtain a loan not to exceed $325,000 from a com- 
mercial bank or other financial institution necessary to construct and equip a 
concentration mill of not less than 400 short tons per day rated capacity 
and such auxiliary facilities as may be necessary to provide for the produc- 
tion of 60 percent zine concentrates in said mill and related facilities ; and 

4. Evidence, satisfactory to the Government, that the lease covering the 
Alice Mine is in good standing— 

then the Government will enter into a contract with your corporation on terms 
mutually satisfactory, providing, among other things, for: 

(a) The Government, acting through the Defense Materials Procurement 
Agency, as an authorized guaranteeing agency, agrees to guarantee any loan, not 
exceeding $325,000, obtained by your corporation from a commercial bank or 
other financial institution to construction the facilities heretofore referred to 
in paragraph 3 hereof, to the extent required by the lender concerned and as 
determined by the guaranteeing agency after consideration of the recommenda- 
tions of the appropriate Federal Reserve bank. 


nt 
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(b) Production of marketable zinc concentrates from the aforesaid mine 
suflicient to produce therefrom approximately 7,400 short tons -of slab zinc 
meeting the specifications with a uniform production at the rate of approxi- 
mately 250 short tons of slab zine per month commencing after construction 
of the facilities to be completed in approximately 9 months, but in no event 
later than 1 year from the date hereof. 

(c) Production of the zinc to be disposed of as follows: 

1. The Government may, at its option, require the sale to it of any quan- 
tity not exceeding 125 short tons of slab zinc from the concentrates pro- 
duced during any calendar month; 

2. Any quantity of such concentrates produced in any calendar month 
which is not sold to the Government as slab zinc shall be offered by the cor- 
poration in accordance with the usual methods of sale at the then current 
selling price for use in the United States, its Territories or possessions, 
unless otherwise provided by the Government ; 

3. The corporation may, from time to time, tender to the Government 
such quantities of slab zinc produced from the concentrates as shall not 
have been sold or otherwise disposed of by the corporation under 1 and 2 
above, and the Government shall purchase the quantity so tendered with a 
limitation of 250 short tons of slab zine derived from any one month’s output 
of such concentrates less quantities of such month’s output of such con- 
centrates disposed of under 1 and 2 above. 

(b) The price for each pound of slab zinc delivered to and accepted by the 
Government meeting the specifications above recited shall be as follows: 

1. For sales under subparagraph 1 of paragraph (b) hereof the higher 
of the market price or 16 cents per pound, f. o. b. East St. Lonis, IL; 

2. For sales under subparagraph 3 of paragraph (bb) hereof 16 cents 
per pound, f. o. b. East St. Louis, [ll.; and 

3. For high-grade or special high-grade zinc with cost of freight to any 
destination within the continental United States east of St. Louis, Mo., or 
Chicago, Ill, borne by the corporation 16 cents per pound plus the premium 
for such grade as may be determined from the latest issue of the Engineer- 
ing and Mining Journal and metal and mineral markets. 

(e) The lease to your corporation covering the Alice Mine shall be assigned 
to the Government and delivered to an escrow agent under a suitable escrow 
agreement which will provide, among other things, for delivery of said lease 
to the Government in the event of a default by your corporation of any of the 
terms and conditions of the agreement entered into. 

You shall furnish the Government from time to time such reports as it may 
reasonably require concerning the progress of the construction and cost of the 
facilities and the production and distribution of slab zinc and such other records 
and information as the Government may require relating to this project: The 
Government, of course, shall have the right to inspect the properties and opera- 
tions thereof and to inspect and audit your books and records in connection 
therewith. All contract provisions presently required by Federal law, Executive 
orders or applicable regulations, to be included in contracts of the type here- 
in described, are hereby incorporated herein by reference. 

Your corporation shall accept this proposal by affixing its corporate signature 
and seal to the original and returning same to this Agency within 10 days from 
the date hereof. 

Sincerely yours, 

Jess Larson, Administrator. 

Accepted this 16th day of July 1952. 

MID-CONTINENT MINING CorpP., 
By Maynarp F. CLovenu, President. 


EXHIBIT No. 2 


AMERICAN ZINC COMPANY OF ILLINOIS, 
St. Louis 1, Mo., July 21, 1952. 
Mr. MayNarp CLOUGH, 
President, Mid-Continent Mining Corp. 
West Plains, Mo. 

Dear Mr. CLoucH: This will confirm our purchase from you of the entire 
output of zine sulfide concentrates from your mines and mill in the West Plains, 
Mo., area, for a period of 5 years commencing on date of first shipment of cou- 
centrates by you and ending 5 years from said date. 
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For these concentrates we will pay you as follows: 

Zinc.—When the zine content is 55 percent by assay or more, we will pay you 
for 85 percent of the zine content at the East St. Louis price of prime western 
metal, as quoted in the E. and M. J. Metals and Minerals Market on date of 
arrival of last car in lot at destination. 

If zinc assay is less than 55 percent but more than 52% percent, we will pay 
for 84 percent of the zinc contained on the above basis. 

If zine assay is less than 52% percent but more than 50 percent, we will pay 
for 83 percent of the zinc contained on the above basis. 

When the zine content is less than 50 percent, we will pay for 80 percent of 
the zinc contained on the above basis. 

Any car containing less than 48 percent zine will be subject to rejection by us. 

Treatment charge.—From the above payment we will deduct treatment charge 
of $55 per short dry ton of concentrates when the East St. Louis settlement price 
is 17 cents. For each 1 cent increase or decrease above or below 17 cents, said 
treatment charge will be increased or decreased by $1.50 per short dry ton; 
fractions in proportion. 

Labor.—The above treatment charge is based on an average hourly common 
labor cost at our Fairmont City, [1., plant of $1.68 per hour. For each 1 cent 
increase or decrease in said common labor cost, the above treatment charge will 
be increased or decreased by 15 cents per short dry ton; fractions in proportion. 
The average hourly common labor cost applicable under this contract shall be 
that computed for the calendar month prior to the month of receipt of concen- 
trates and shall include base wages, overtime premium, holiday pay, vacation 
pay, shift differential, sick leave, bonus pay, group insurance, contribution to 
pensions and health and welfare plans, social security workmen’s compensation 
insurance, unemployment compensation insurance, and all other costs directly 
or indirectly paid to labor at buyer’s Fairmont City, IIl1., plant. 

Penalties 

Tron.—If 5 percent or less, no penalty will be deducted. For each unit of 
iron in excess of 5 percent, we will deduct $1 per unit. 

Line plus magnesia.—If content is 1 percent or less, no penalty will be assessed. 
For each 1 unit over 1 percent, penalize at the rate of $1 per unit; fractions in 
proportion. 

(Example of 60 percent concentrate at 16 cents, East St. Louis metal price, 
assuming no iron, lime, or magnesia penalties and a labor rate of $1.88 per 
hour. ) 





Zine assay, percent._._.-..-..- Ake is ake nica sng tail ily cate Stata lhe 60 
Pettiia metal convent 3.6 ce Sendai eke ids 1, 200 
Pounds paid for (A mer Cen is acs eerie acct tis eieeseg ese cetee 1, 020 
Gross value at 16 cents East St. Louis price__.....______-____________ $163. 20 
‘Treatment, Garee: (ORONO 6 seid stele she eel denen $55. 00 
Lean, wire: GONG) sn ected ees hdr Ee eeleiunt beeen $1. 50 
Plus labor differential ($1.88 minus $1.68) times 15_________--_________ $3. 00 
Net: price, f.:0: 'b. care Biages Bt, egies oss st een dade $106. 70 


Freight.—The above-stated purchase price shall be for concentrates f. o. b. 
cars alongside unloading bins at our Fairmont City, Ill., plant and all expenses 
incident to such delivery shall be for your account. 

Delivery.—Shipments of concentrates shall be made promptly as produced 
and we will arrange for proper receipt at our Fairmont City, Ill, plant. 

Payments for concentrates.—Payment shall be made by check based on 80 
percent of the estimated purchase price as soon after receipt of concentrates at 
smelter as practical with final payment to be made upon full settlement of price, 
weights, assays, as set forth below. 

Weighing, sampling, and assaying.—Weighing, sampling, and moisture deter- 
mination shall be as determined at our Fairmont City, Ill., plant using standard 
practice and such shall be accepted as final for settlement purposes. From each 
carload will be taken a representative sample, a portion of which shall be assayed 
at our laboratories, a portion of which shall be sent to you for assaying, and a 
third portion retained under seal for umpire, if necessary. Assays between you 
and us shall be exchanged and compared as mutually agreed and final settlement 
shall be based on the arithmetic average of your assays and ours unless our 
differences in assays exceed 0.5 percent zinc, 0.25 percent lime plus magnesia, or 
0.25 percent iron. Should the difference between our assays exceed the above 
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limit, the portion retained for umpire shall be sent to a mutually agreed public 
chemist and his result shall be final for settlement so long as it falls between 
your assay and ours. Should it fall outside, the middle of the three assays shall 
be taken for final settlement. 

Cost of umpiring shall be for account of the parties whose results fall furthest 
from that of umpire. 

Diversion—We shall have the right, at any time upon notification to you, to 
divert shipments of concentrates to any zinc smelter, refinery, or other destina- 
tion that we may choose, provided that settlement, regardless of destination, shall 
always be on the basis of shipment by you to our Fairmont City, IIL, plant, as 
hereinbefore provided. 

Government contract.—It is understood between us that you have entered into 
a contract with the Defense Materials Procurement Administration, copy of which 
is hereto attached, whereby they, upon notice to you, may require the sale to them 
of up to 125 tons per month of the resultant zine from your concentrates. If you 
receive such notice from Defense Materials Procurement Administration, we will 
sell to them such quantity of metal as you are legally required to deliver at the 
market price prevailing at the time the concentrates from which this metal is 
recovered are delivered at destination, but not less than 16 cents per pound 
under any circumstances. 

It is further understood that your contract with Defense Materials Procure- 
ment Administration provides that should the market price of prime western 
metal at East St. Louis go below 16 cents per pound, you have the right to call 
upon them to take the resultant metal from your concentrates at a minimum of 16 
cents, regardless of the quoted market price. If you wish to invoke this clause 
in your contract, we will sell such resultant metal to the Defense Materials Pro- 
curement Administration at 16 cents per pound and on any metal for which they 
pay us such price, produced from your concentrates, we will settle under our pur- 
chase contract with you on the basis of 16 cents per pound East St. Louis price, 
regardless of the quoted market price. 

It is further understood that you will have a contract with the Mercantile 
Trust Co. which will provide for a payment by you to them of up to $22 for each 
ton of concentrates delivered to us. We will, therefore, instead of submitting 
full payment to you for concentrates under this contract, remit up to $22 for 
each dry ton received from you to said Mercantile Trust Co. and deduct this 
amount from our purchase price to you. We will also deduct from each short 
dry ton of concentrates delivered by you to us an additional amount per ton of 
up to $5 to reimburse us for any cash or credit given to you under our letter 
agreement dated July 21, 1952, copy of which is attached hereto. 

Force Majeure——Performance by either party under this agreement shall be 
excused when such performance is prevented by reason of any statute, regula- 
tion, decree, order, or any other act of the Government of the United States, or 
of any State, or by fires, tornadoes, windstorms, labor, or transportation diffi- 
culties, manpower shortage, inability to secure fuel, power, or other supplies, or 
by any other cause beyond its control; provided, however, that the party whose 
operations are affected by any of the foregoing causes shall mail written notice 
to the other party advising of their inability to continue operations. If such 
notice shall be given by us, you shall have the right to sell elsewhere during the 
period in which we are thus prevented from accepting shipments, and in such 
event we shall be relieved from the obligations of this agreement as to the tonnage 
so sold. 

Arbitration.—In the event any dispute or controversy shall arise between the 
parties hereto in connection with this agreement which cannot be settled satis- 
factorily by mutual conference, then the matter, upon the request of either party, 
shall be determined by arbitration in New York City by an arbitrator designated 
hy the arbitration committee of the American Arbitration Association, such arbi- 
tration to be conducted under the then prevailing rules of said association, and 
the decision of such arbitrator shall be final and binding upon the parties hereto. 
The arbitrator shall be instructed to determine which of the 2 parties shall pay 
the costs of arbitration or the manner of apportioning such costs between the 2 
parties, and the charges of the American Arbitration Association shall be paid in 
the manner directed by the arbitrator. 
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Notices.—Any notice provided to be given herein may be given by registered 
letter, postage prepaid, and deposited in the United States mails. Until changed 
by written notice, the addresses of the parties shall be as follows: 


American Zine Co. of Illinois 
1600 Paul Brown Building 
818 Olive Street 

St. Louis 1, Mo. 

United States of America 


Mid-Continent Mining Corp. 
West Plains, Mo. 
and 
2681 West First National Bank Building 
St. Paul, Minn. 


Succession.—This contract shall inure to the benefit of and be binding on 
successors or assigns of both buyer and seller. 
This agreement shall in all respects be construed and interpreted in accord- 
ance with the law of the State of Illinois. 
Very truly yours, 
AMERICAN ZINC Co. OF ILLINOIS, 
By R. A. Youne, Vice President. 
Mip-CONTINENT MINING CorpP., 
By Maynarp F. CLoucH. 


ExHIBIT No. 3 


AMERICAN ZINC CO. OF ILLINOIS, 


St. Louis, Mo., July 21, 1952. 
Mr. MAYNARD CLOUGH, 


President, Mid-Continent Mining Corp., 
West Plains, Mo. 


DEAR Mr. CLouGu: We have this day entered into a contract with you for the 
purchase of zinc concentrates from your property near West Plains, Mo. We 
understand you have entered into a contract with the United States Govern- 
ment whereby the Government is to make available to you up to $325,000 for 
capital investment in your revenue. 

This is to inform you that if the $325,000 is not sufficient to provide you with 
the funds needed for your capital investment in the venture, we will, upon request 
by you after you have fully expended the $325,000 received from the Government 
for capital investment, advance to you up to $75,000, as cash or credit, to be used 
for the same purpose and/or working capital. 

This $75,000 will be evidenced by promissory notes which will bear interest at 
6 percent per annum and will be payable in full not later than 2 years after 
date. 

When you begin production of concentrates we will deduct from funds due you 
on each dry ton of concentrates delivered to us under our contract with you, 
$5 per short dry ton which shall be credited toward any advance made by us to 
you in line with the terms of this letter. 

It is understood that you may, at any time, pay us sums over and above the 
$5 per ton of concentrates and may pay the loan in full at any time you desire 
prior to the due date above stipulated. 

It is understood that none of the interested parties will withdraw any funds 


as corporate officers and/or djvidends from the operation until such sums are 
paid in full. 


Very truly yours, 
AMERICAN ZINC Co. OF ILLINOIs., 
By R. A. Youne, 
Vice President. 
Accepted : 
M1D-CoNTINENT MINING Corp., 
By MayNarp F. CLoueu. 
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« INSTRUCTIONS 
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tration, Department of the leterior, Washington 26, B.C, 
Kt should be actampanied by appropriate apptication form 
when # epecifie type of Government ssxistance is request d, 
in the form of {4} loan, (8) purchase contract, (3) Gev- 
ernment guarantee of a private loan, (4) privritives of alice 
cation of mining equinment, and maintenuece, repair and 

_ operating supplies, and {6} other furs of Government 
menlhanes that might arise under ihe Act Sutmait fuur 


{4} signed copice of the form and accompanying papers. 
Name and address should be stamped oF typed on wach sheet 
of this form and al. accompanying papers. When « question 
ie wapphenbia it should be wo stated om the form, Addy 
tonal shouts may be atte shed in anewering any questions 
or in supplying additions! information. UF YOU CAN- 
NUT ANSWER A QUESTION, BO STATE.) ff a ques- 
tion is answered elsewhere indicate wher susxered, Tt is 
not neconeary w answer 4 agein. 


_ GENPEAL, TROMNICAT. DATA 
Sty the following information on separste stevie, arranged, numbered, and lettered a+ indieatedt 
S Materinis produced: 
is — ere acd, - _ amher products? Zine 
f are t ee, Hf ars: mm 
& Neewics arui type fx! of ucick, eathia’, Lim 3 EN ea) fics hla eet Seuting operstion(s). Include old 
Show extcut of workings, incvaliag 


pames of property, Hf any. Alice pit 


Mere ea ee Svecifically descrived in F.1. 4056, Mey 1947 


(¢}. Linear feet of tanneta or adits, 
fd} LAneas feet of other mine spenines ferpiain briefly}. 
Indicate whether mine ia fooded ar nek Deserke any pumping problema. Give size or productive capacity, vnly sia~- 
& Mor ench operation Htsted abare supply the folinwing: ace water 
a) Histanee and direction from nearest 1own tnd shipping point 21 miles SW of Wert Plains, Mo. 
td) Mining district. 
Kh 11” 


(e} Towsship, Section, Range. SEE Gec. 12, Tep. 226. 
id} Cowaty, State. Ozark County, MisSeur 

& (a) State whether or not property i row in eperation, and if in operation, by wiomerraed. Presently uot in 

{5} eee operation 


es 


& Number of yeare in production 70 years 
Wf net ie produstion = eperntton, emtmated Sate whew prodction wit boatn Upon completion of negot- 
& Experience of operators; fation with Pederal Covernment. 
Seales Oe ee 8 Ge a IE OD EE oe £6} the peraon or Perea who manege the 


¥. Mistory: 
{2} Give & statement, an complete ag possible, of previcus exploration, development, operation, and production of property, 
with reasons for suspension of opcration. 
(0) State brichy the known history and production of adjoining and neighboring properties. 
(e} Furnish anv avaitable (private) zeperis thet may te this application, ncieding :tauite of mine examinations 
teeummentted explo: ation and development, an* relict inw ie Eitit. Ko. <<——- 


canet hess ot LB 


. 
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ror. Ade ons or mise fwnaeaey rs 


SEREIE RT RPS SS ERERERT TEE S GREE A RE ~. 
Berek 
Ort ox Ruthtat, kustsve roe 
Mearure! (prowed? 4 nce eS 


Yndicated (probabie}. enero is 





fe} 2 placer: 







{2) Submit map shoving. iesiite of pleses dopoult an sunpaitic ane SsSone Subst : 
lope of sack hole Sud teat ph With duoth aud baceape Yanan é $ 


<3) Deseribe gravel, stating whether Gne, madiam or coares; loos Nail; @nosatal, 
contains Rtumpe or boulders mere than I fect in diameter} If 90, how large, and in whet 


id) Describe bedrock, giving type teranice sodntona, shole, ate) and state whetiior fe hard oF 


shever or rough, 


{5> Describe overburden, stating iat loose, tigha, ox cemented; fine ox earn tentras ari de et 
average thickness aad total amount. 5 


{8} Tabmlate the reserves uaing the form outtined above for ore or mineral reserves. 
18. Access Reads: 
Give road distances to shipping, supply and residence points, stating kind and condition of mem 


td. Water Supply: 
State ,ource and quantity of water available for oyeations and whether aufclont forall wagons of your 


48. Power: 
Stave ameunt of power used, rate per hour, and source thereot, 


16. Labor: Mine presently not in operation; all labor available at site 
State momber and classes (minare, muckers, millmen, etc.) of men employed during « recent representative payroll period. 


Equipment end Pacilities: equipment to be procure upon recommendation of B of M. 


Describe present equipment on the property, ineloding buildings, {State condition.) List majer pieces of equipment 
now ound at suotnchiot od ta survisechie aus alglin aeounEG Heaths aan 


38. Are where aay particular conditions or circumstances affecting your operations that are not deseribed above? if 90, explain. 
CERTIPICATION 


The undersigned company, and the official executing this certification on ita behalf, hereby certify thst the information con- 
teined in this form and aceompanying papers is correct and complete te the best of their knowledge and belief. 













~..Hiid=Contingnt. Minin Corporation — w [la 





: ; ee Bee s 
theese ot ae: ae z : Eretident—._. Rrior atenadhadeinienaent detest teehdonatemneenadnaaeed 
December. eS hoe 1951 S ; A ‘eis 


” Pidle 18, B. ® Gate (mat, Secon 101, man I cima! afta fo make Wiffle statement rprnetatin 
te any depariment es agency of the Untied States as te any matter within tts juriadiction. © 


[ak ni ees ee ‘Byhibit Ho, 
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& Name eet addresses of Othieta, Prctetore, cir Ss oe heres, ne ee lag seta exeatinn © 
mery te 


adiewaesceiennantonbiasaselita tienes Aeilebslilen eoriaciccen wa: esananiin vee oni 


ieinina xbeecdbeaccnaaiaakiatateensttmeiaibtes Pi tm Ss RERTA®E 


ff mare lines are Henied comtinge 25 separate sheet 


WB a er tiene ai ceattaae i espe sien 


Pre terre? stOGie vce ne i ie ia Gee iscaainntonnen 
Sindbeote pertad cored. 


10. Prodmeiion: =No production 1948, 1949 or 1956 


a 


1. Quast ort nk eed {Srort, tong, ie 


nate se dae 28 creme! 


ee city eat ot | 


: ; Spectty ets of oe ccneeeeh = ee errors 


ds ink ceiniaaaenis esc Nae aati etl ls planes If oo. gate estiaated mazimes meaty 
prntuction and basis change. 
32, Ore or Mineral Reserves: 
(«> — ee Aceam pany the application t gains eveticble report on the geology aad 
ore renerves. 
eo) 
Sateties no formation concerning 12 (2) and (b) con- 
Seived In-ts*s Sit eer thonnl-dais int pepert by 
orivete eaten cine  uaitecs avr. C. 4 Blumb., Al’ details are 


ay eee aE POttcation. (at Jemes DoSFes* office) 


4f} Submit ansey plane ant/or sections showing lntation and size of proved (measured) and probable 
ore ar mineral reserve, 

{23 Steve the wrnsge (indicate type of ton) and gréde of each cinas of ore reserve.aa above. and ew 

cumputed. Taduinted tial ore reserve an follows: Exhibit tio. ms 
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ao 
| ea S. DEPARTMENT OF THE R poor waa 
“i DEFENSE MINERALS ADMINISTRATION : 
es "This Form should be filed with Genevat Technical Data Pore MF-100 se : 
ae eee ni 2) niece 
APPLICATION FOR PURCHASE CONTRACT | 4.0., 4 22 ed 
a Date received . be i “Ny. 
Name and ‘wiicce tape 
r 1 | ete december 31, 1951 
MIDeCONTINENT MINING CORPORATICH ab-Pine: “o- eee 
WEST PLAINS, MISSOURI 
e eo eee 7 


If you have already filed MP-100, give date filed 2... ee occ scaceneeneesconev ives savnanaecnsunmenvancenamnencins snip Puta of assistance 








a: 





peal he lees a sony DMA Docket No. (if available) ... Mt 2 22 


INSTRUCTIONS 


Applications should be filed with Defense Minerals Admin- able. Name and address of spplicant should be typed or 
istration, Department of the Interior, Washington 25, D. C. stamped on each sheet of the application and all accompanying 
Submit four (4) copies of the application together with four papers. When a question te inapplienble, this should be so 
(4) copies of General Technical Data Form MF~100. If the stated on the form, Additional shvets may be attached in 
latter form has been filed previously with an application for anawering any guestions or in supplying additional informa- 
Government assistance, it is not necessary to Mle it again. tien. IF YOU CANNOT ANSWER A QUESTION, 80 
However, the applicant should indicate in spaces provided STATE. If a question is answered elsewhere in the applica- 
above the type of assistance previously applied for (loan, pro- tion, indicate where anawered. Jt is not necessary to answer 
eurement contract, ete.) and DMA Docket Number, if avail- it again. 





Seeeasanaaanntniemetommeme one nee 


1. QUALITY OR GRADE; 
Show complete analysis or indieate specifications that material wili meet, such as National Stockpile specifications. 


Stab zine= See attached Letter frow American Zine Company... ........ 


2. TERM OF CONTRACT: 
State period (number of months or years) for which contract is desired. 


id Vive (5) years 


sav Aven eane <aneean nae eNaenohar swans eenetne AH SNEbiY mtnnve (ens -dwalen men emiy 





3. PRICE: 


State price per unit (ton, pound, ele.) at which material is offered. 


AO a ve 
19.5 cents per pound for slab zinc - - 
Mermrereannenenaainnan antes santentinennvartntenenivanmneersener iat: sicinenerteweniss donee > Ba Ee Noy acnee | 


Sheet . er * 
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ge Pas DEPARTMENT OF THE INTER hn we 
DEFENSE MINERALS ADMINISTRATION 
Thin Form should be fled with General Technical Data Form MP-100 
: BO NOT FILL IN THis BLOCK 
APPLICATION FOR PURCHASE CONTRACT = + oy, Po yy OF 
Under Defense Production Act of 1956 Date received... dF of f. Sf... 


Wawra eenenernarenee spr ser nen eensew een seGownnmatt <ehetwenra er 
sone eee se Ao Rene nnn ni nae se - 


~ 


Name and address of applicant 


c “1 | Detect application Deogember 11, 1951 
MID—COMTINENT MINING CORP, 


West Plains, Miseourd 
i ed T ¥ Yhe., ete.) 
Hf you have already filed MF-100, give date Bled ----- ppnrn senor iene waeenenttisvne-nevaerer~ennnennen coy tYpS Of agalatance 


+ 
cost isi ices iotaigeena te feu tis A i i; Ob alli xX. 


ratty 
Pat rf 


assistance previously 
curpment contract, ete.) and DMA Docket Number, if 


1. QUALITY OB GRADE: ; 
Show complete analysis or indicate specifications thet material will meet, such as Nationa! Btockpile specifications. 


ee oncentrates with evecification in socerdance ps 
n-ne. With Current quotations bese@ om 60% zing = 


: State period (number of months or pgars) ior which eontrect ia desired. 

a 
: 3, PRICE: 
State price par unit (ten, pound, ete.) at which material is offered. 


4 =a\* Exhivit NOs ae ~ 
a ca 


u“ 
Shact o--— of --—e, 
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ExuHisit No. 5 


AMERICAN Zinc Co. OF ILLINOIS, 
St. Louis, Mo., December 14, 1951. 
Mr. MAynarp F. CLoueu, 
Care of Mr. Jas. E. Bacon, 
1414 F Street NW., Washington, D. C. 


Dear Mr. CLloucH: Confirming my telephone conversation with you and Mr. 
Bacon, I understand you are entering into a contract with DMPA under which 
you will produce some 30,000 tons of zine concentrates assaying approximately 
60 percent zinc, from which will be recovered approximately 15,000 tons of slab 
zine. 

This letter will confirm my advice to you that if you execute with the Defense 
Materials Procurement Agency the floor purchase contract, which gives them the 
option of taking any part of the slab zine produced during your contract and 
provides further that you may, at any time, call upon them to take all of the 
metal produced from your concentrates at a price of 19.5 cents per pound should 
the open market price become lower, we will enter into a contract with you to 
take your entire zine concentrate production making the metal available to the 
Government under the terms of your contract. 

The mechanics of accomplishing this will be as follows: 

We will make a contract to purchase your concentrates based on the going 
market price of zine, with a minimum settlement price to you of 19.5 cents. 
We will include in this contract a clause that if the Government calls on you 
to sell to them metal at the market price, we will sell them the resultant metal 
from your concentrates. If the open market price goes below 19.5 cents per 
pound, you would agree to invoke your right to ask the Government to take the 
resultant metal at 19.5 cents and the Government would purchase such metal 
from us at this price. 

If you are successful in arriving at terms with the Government and can furnish 
us with a copy of the proposed letter of intent between you and them, we will 
then give to you a formal contract embodying the foregoing provisions. 

Very truly yours, 
R. A. Youne, Vice President. 


Exutsir No. 6 


This is the so-called letter of intent: 
JANUARY 25, 1952. 
Mr. MAYNARD F. CLouGH, 
Hamilton Hotel, 14th and K Streets NW., Washington, D. C. 


Dear Mr. CLoucH: This office has reviewed your application for a floor-price 
contract for production of zinc concentrate at your mine in West Plains, Mo., and 
for an advance of $500,000 of Government funds to finance necessary capital and 
other costs to place your mine in operation. As you were advised by Mr. Sherman 
yesterday, we will consider a contract guaranteeing you a price of $110 per ton 
of concentrate, equivalent to 17 cents per pound, for the product of your mine, 
and advancing to you a substantial sum for capital costs. 

Under your proposal, based on your stated operating costs, you will have in 
1 year of operation repaid the total advance, and recovered your investment plus 
a profit. You will also own free and clear without tax obligation a complete 
operating plant costing upward of $400,000, for treating the large quantity of 
additional ore which you claim to have available but which has not been proven. 
At the current price of zine your profits will be substantially greater. You have 
stated that you have spent on the project some $25,000 for exploration and other 
preliminary expenses. 

This office is charged with the obligation of promoting the production of addi- 
tional strategic metals, of which zinc is an important item. We appreciate your 
offer to assist in this problem. It is our policy to negotiate contracts of the type 
you request. However, it is not our policy to guarantee a profit of the extent 
outlined above by contracts wherein the borrower has no reasonable financial 
participation. 

We suggest, therefore, a floor-price contract, and an advance of not to exceed 
$400,000 for capital expenditures only, to be repaid from income derived from 
sales from your mine, subject to your furnishing satisfactory evidence of your 
ability to invest $100,000 of your own or other private funds in the project, $50,000 
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of which will be used for capital expenditures before drawing on the Government 
advance, the balance to be retained by you for necessary working capital. 
If the above suggestion is acceptable, kindly advise me at your early conven- 
ience and a letter contract to that effect will be drafted as soon as practicable. 
Very truly yours, 
Howakp I. Youne, Deputy Administrator. 


ExuHIsit No. 7 


AMERICAN Zinc Co. oF ILLINOIs, 
St. Louis, Mo., February 2, 1952. 
Mr. MAYNARD CLOUGH, 
President, Mid-Continent Mining Corp., 
West Plains, Mo. 


DEAR Mr. CroucH: We have this day entered into a contract with you for the 
purchase of zine concentrates from your property near West Plains, Mo. We 
understand you have entered into a contract with the United States Government 
whereby the Government is to make available to you up to $400,000 for capital 
investment in your venture. 

This is to inform you that if the $400,000 is not sufficient to provide you with 
the funds needed for your capital investment in the venture, we will, upon 
request by you after you have fully expended the $400,000 received from the 
Government for capital investment, advance to you up to $100,000 to be used 
for the same purpose and/or working eapital. 

This $100,000 will be evidenced by promissory notes which will bear interest 
at 6 percent per annum and will be payable in full not later than 2 years after 
date. 

When you begin production of concentrates we will deduct from funds due 
you on each dry ton of concentrates delivered to us under our contract with 
you, $7 per short dry ton which shall be credited toward any advances made 
by us to you in line with the terms of this letter. 

It is understood that you may, at any time, pay us sums over and above the 
$7 per ton of concentrates and may pay the loan in full at any time you desire 
prior to the due date above stipulated. 

It is understood that none of the interested parties will withdraw any funds 
as corporate officer and/or dividends from the operation until such sums are 
paid in full. 

Very truly yours, 
AMERICAN ZINC Co. OF ILLINOIS, 
By R. A. YOUNG. 

Accepted : 

Mip-CONTINENT MINING CorP. 
By MayNarp F. CLouGH, President. 


May 9, 1952. 
Exuisit No. 8 
Office memorandum. 
To: Mr. Jess Larson, Administrator, DMPA. 
From: Howard I. Young, Deputy Administrator. 
Subject: Mid-Continent Mining Corp. 
Re our diseussion at lunch, Mr. Clough advises me that the Mid-Continent 
Mining Corp. officers would be as follows: 
Mr. John Lawler, now president of the Torit Manufacturing Co., St. Paul, 
Minn., would serve as president and treasurer. 
Mr. Kay Todd, attorney, First National Bank Building, St. Paul, Minn., would 
serve as vice president and secretary. 
These two gentlemen would hold the controlling stock in this corporation. 
_ 
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Exuisit No. 9 
JUNE 4, 1952. 
Mr. Jess Larson, Administrator, DMPA. 
Howard I. Young, Deputy Administrator, DMPA. 


I am getting daily telephone calls from Minneapolis regarding Mid-Continent. 
Can you give me any idea when final decision will be made so I can advise the 
interested party. 

As my memorandum of May 9 advised you, Mr. John Lawler and Mr. Kay Todd 
will be the responsible executive officials. I understand both these gentlemen 
are very responsible business and professional men of Minneapolis. 


Howarp I. Youna. 


Exuisit No. 10 


ContTrRAcT No. DMP-15 BETWEEN UNITED STATES OF AMERICA AND MID-CONTINENT 
MINING CORPORATION 


This Contract, entered into this 21st day of August 1952, effective July 16, 1952, 
between the United States of America, acting by and through the Defense Mate- 
rials Procurement Agency, its successors, assigns and duly authorized representa- 
tives, hereinafter referred to as the “Government” (pursuant to the authority 
contained in the Defense Production Act of 1950, as amended, and Executive Order 
No. 10161, as amended and supplemented) and Mid-Continent Mining Corporation, 
a corporation organized and existing under the laws of Missouri, hereinafter 
referred to as the “Contractor’’. 


Witnesseth 

Whereas the parties have hereto entered into a Letter Contract accepted on 
July 16, 1952; and 

Whereas it was the intention of the parties to replace such Letter Contract with 
a formal contract at a later date: 


Now, therefore, in consideration of the mutual promises herein contained, the 
parties hereto agree as follows: 


ARTICLE I. PRODUCTION 


The Contractor shall proceed as expeditiously as possible, and at its own 
expense, with the development, equipping and preparation of its mining property 
located near West Plains, Missouri, known as the Alice Mine, which the Contrac- 
tor represents to contain an estimated 300,000 short tons (2,000 pounds avoirdu- 
pois each) of zinc-bearing ore having an estimated average assay of 3.2 percent 
zinc. Such development, equipping and preparation will be known as the 
“facilities” and shall include, but not be restricted to the construction of a 
concentration mill of not less than 400 short tons per day rated capacity and such 
auxiliary facilities as are necessary to provide for the production of 60 percent 
zine concentrates in said mill and related facilities at the rate necessary to meet 
the Contractor’s obligations hereunder; and the Contractor, at its expense, will 
make such contracts and commitments for supplies and services as are necessary 
therefor. 

The Contractor shall begin the mining of ore from the facilities as soon as 
possible and, commencing not later than one (1) year from the effective date 
hereof, the Contractor’s production of concentrates from the facilities shall be 
and continue at a rate sufficient to enable it to recover therefrom approximately 
250 short tons of slab zinc monthly for the duration of this Contract, with a 
total production not to exceed 7,400 short tons of slab zinc. 


ARTICLE II. SMELTING OF CONCENTRATES 


The Contractor shall make satisfactory arrangements for smelting facilities 
with a smelter of established experience and responsibility sufficient to enable 
it to meet the delivery obligations hereunder of slab zinc and shall submit to 
the Government within thirty (80) days in writing evidence satisfactory to it 
that such facilities are made available to Contractor. Ore produced during 
each calendar month shall be deemed available for delivery in the form of slab 
zinc within sixty (60) days after the end of such month of production of ore. 
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ARTICLE III, DISPOSITION OF PRODUCTION 


The zine concentrates produced pursuant to Article I hereof shall be disposed 
of as follows: 

(a) The Government may require the Contractor to have slab zine produced, 
under the agreement referred to in Article II hereof, and to sell such slab 
zine to the Government at a price determined pursuant to Article V (a) and (c) 
hereof, provided that the Contractor shall not be required to sell to the Govern- 
ment under this paragraph (@) more than 125 short tons of slab zine from the 
concentrates produced during any calendar month. The Government shall give 
the Contractor notice of such requirement, in writing, at least ten (10) days prior 
to the month to which the requirement is to apply. 

(b) Any quantity of such concentrates produced in any calendar month, 
which is not disposed of under paragraph (@) above, or the slab zine derived 
therefrom, shall be offered by the Contractor for sale to industry in accordance 
with his usual method of sale and at his current selling price; provided, however, 
that such sale shall be for utilization only in the United States and its terri- 
tories and possession unless otherwise stipulated in writing by the Government. 
Nothing in this paragraph shall obligate the Contractor to sell such slab zine 
at less than the prices stipulated in Article V (6b) and (c) hereof, or such con- 
centrates at a price less than that commensurate with such price for slab zine. 

(c) Any quantity of slab zinc derived from such concentrates processed during 
any calendar month and not disposed of in accordance with the provisions of 
paragraph (a) or (0) above, may be tended to the Government and the Govern- 
ment shall purchase the quantity so tendered, at prices indicated in Article V 
(b) and (c) below. Each such tender shall be made, by written notice, within 
ten (10) days following the end of the month in which the slab zinc is produced. 
The Government’s obligation under this paragraph, however, shall be limited 
to the purchase of 250 short tons of slab zinc derived from any one month’s 
output of such concentrates, less the quantities of such month’s output of such 
concentrates disposed of pursuant to paragraphs (a) and (b) above. 


ARTICLE IV. SPECIFICATIONS 


The siab zinc sold to the Government under paragraphs (a) and (c) of 
Article III hereof, may be, at the option of the Contractor, Prime Western, High 
Grade, or Special High Grade, meeting National Stockpile Specification P-59, 
latest revision as of the effective date of this Contract. 


ARTICLE V. PRICE 


The Government shall pay to the Contractor for each pound of slab zine 
delivered to and accepted by the Government under the terms of this Contract 
the following : 

(a) for Prime Western slab zinc under paragraph (a) of Article III hereof 
the higher of the market price (the quotation per pound for Prime Western slab 
zine [with freight allowance to Government to East St. Louis, Illinois] appearing 
in the issue of the Engineering and Mining Journal, Metal and Mineral Markets 
most recently published prior to the date on which the slab zine is delivered to 
the Government pursuant to this Contract), or 16 cents per pound, with freight 
allowance to Government to East St. Louis, Illinois. 

(b) for Prime Western slab zinc under paragraph (c) of Article III hereof 
16 cents per pound (with freight allowance to Government to East St. Louis, 
Illinois). 

(c) for High Grade or Special High Grade slab zinc delivered to the Govern- 
ment hereunder, the Prime Western Price provided in paragraph (a) or (b) 
above, whichever is applicable (with cost of freight to any destination within 
the continental United States east of St. Louis, Missouri, or Chicago, Illinois, to 
be borne by the Contractor) plus the premium for such grade as determined from 
the same issue of the Engineering and Mining Journal, Metal and Mineral 
Markets, used to determine the market price (as defined in paragraph (a) 
above). 


ARTICLE VI. DELIVERY AND STORAGE 


(a) The Contractor shall notify the Government in writing at least ten (10) 
days in advance of the anticipated date of delivery to it of each lot of slab 
zine which notification shall contain the approximate weight of each lot and 
identification as to each grade. In no event shall any slab zinc be shipped to the 
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Government or for its account unless and until explicit shipping instructions are 
furnished by the Government. All slab zinc tendered to the Government here- 
under shall be in lots of not less than thirty (30) short tons. All slab zinc 
delivered to the Government pursuant to this Contract shall be prepared for ship- 
ment in accordance with the smelter’s usual methods for packing, storing, and 
shipping similar materials. 

(b) Delivery to the Government hereunder shall be f. 0. b. common carrier’s 
conveyance, smelter’s plant, and title shall pass to the Government upon issuance 
of receipted bill of lading. In the event the Government shall fail to supply 
shipping instructions to Contractor within thirty (30) days after Contractor’s 
written notice to the Government of availability of such slab zine for delivery 
to the Government pursuant to the terms of this Contract, or, if the Government 
so requests, Contractor shall cause such slab zine to be adequately stored at 
reasonable charges and will cause storage certificate, in form satisfactory to 
the Government, to be issued therefor. Title to slab zine placed in storage pur- 
suant to the terms hereof shall pass, upon issuance of an acceptable storage 
certificate, and such slab zine shall be considered as delivered for the purposes 
of this Contract. 

(c) Contractor shall, if the Government so desires, make arrangements with 
smelter, satisfactory to the Government, to act as forwarding agent for the Gov- 
ernment, without additional expense to the Government, to effect shipment of 
all deliveries in accordance with instructions to be furnished by the Government, 
and to process all necessary shipping documents. All costs, if any, incurred in 
placing slab zinc on board common e¢arrier and handling charges in connection 
therewith shall be for the Contractor’s account. 


ARTICLE VII. WEIGHING, INSPECTION, SAMPLING, AND ANALYZING 


Smelter’s weight certificates shall govern and the cost of weighing shall be for 
the Contractor’s account. The Government may at its election and expense have 
any and all deliveries of slab zinc weighed by a licensed weigher and sampled 
and analyzed by recognized analysts selected by it. Standard Specifications of 
the American Society for Testing Materials, latest revision as of the date of the 
Contract, shall apply to the inspection, sampling, weighing, and analyzing of any 
slab zine delivered under this Contract and in the investigation of any disputes 
that may arise from such weighing, inspection, sampling, and analyzing. Any 
slab zine delivered under this Contract which fails to meet the specifications set 
forth in Article IV hereof as determined by this Article shall not be cause for 
eancellation of any deliveries hereunder, but such slab zinc shall be deemed 
rejected and are to be replaced by the Contractor at its expense within thirty 
(30) days at the Government’s point of destination in the United States, unless 
the Government, in writing, within thirty (30) days, notifies the Contractor of its 
accepance of such slab zine under this Contract, and, in addition, the Contractor 
shall reimburse the Government for the cost of the weighing, inspection, sam- 
pling, and analysis of the defective slab zinc being replaced. 


ARTICLE VIII. PAYMENT 


Payment for slab zine delivered hereunder shall be made promptly upon presen- 
tation to the Government of (1) Contractor’s properly certified invoice, satis- 
factory to the Government, showing, among other things, grade, lot, marks, 
pieces, and weights; (2) certified weight certificates and certificates of analysis, 
and (3) copy of receipted common carrier’s bill of lading or storage certificate in 
the case of slab zine stored hereunder. 


ARTICLE IX. TERMINATION 


The obligations of the parties hereunder shall cease and this Contract shall be 
terminated (except that the obligations of the parties hereto, with respect to the 
disposition of, and payment for, such quantity of slab zinc as may have been 
produced hereunder prior to the time of such termination, shall remain in full 
force and effect until discharged in accordance with the terms hereof) either— 

(@) upon the expiration of three and one-half (344) years from the effec- 
tive date hereof; or 
(b) when the Contractor has produced, hereunder, 7,400 short tons of 
slab zine or equivalent recoverable zinc in the form of concentrate; 
whichever of the above events, (a), or (0) first occurs. 
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ARTICLE X. REPORTS 


The Contractor shall furnish the Government from time to time, but not less 
frequently than quarterly, such reports as it may reasonably require, including 
but not limited to— 

(a) the progress of the construction and costs of the facilities; and 
(b) the production and distribution of slab zinc hereunder, and costs 
related thereto. 

These reports shall be in at least such detail as necessary to indicate the 
accumulation of the Contractor’s “cash return” as defined in Article IX. Re- 
ports as of the close of the Contractor’s fiscal year shall be certified by an in- 
dependent certified public accountant. 


ARTICLE XI. ADDRESSES 


Unless otherwise specified— 

(a) Notices by the Government to the Contractor provided for in this 
Contract shall be addressed to Mid-Continent Mining Corporation, West 
Plains, Missouri. 

(0) Notices by the Contractor to the Government shall be addressed to 
Administrator, Defense Materials Procurement Agency, Washington 25, D. C. 

or such other address as either party for itself may specify to the other in writ- 
in. 
ARTICLE XII. COMPLIANCE WITH APPLICABLE LAWS 


In the performance of this Contract, Contractor shall comply with and give 
all stipulations and representations required by any applicable Federal, State, 
Municipal or local law, or Executive Order, or any applicable rules, orders, 
regulations or requirements of any government department or bureau, but nothing 
herein contained shall be considered as preventing Contractor from contesting 
in good faith the validity of such law, rule, order, regulation or requirement or 
any charge that Contractor has not complied therewith. 


ARTICLE XIII. WALSH-HEALEY ACT 


There are hereby incorporated by reference all representations and stipula- 
tions required by the Walsh-Healey Public Contracts Act, as amended (41 U. S. 
Code 35-45), and regulations issued thereunder by the Secretary of Labor, such 
representations and stipulations being subject te all applicable rulings and in- 
terpretations of the Secretary of Labor which are now or may hereafter be in 
effect. 

ARTICLE XIV. ANTIDISCRIMINATION 


In connection with the performance of work under this Contract, the Con- 
tractor agrees not to discriminate against any employee or applicant for employ- 
ment because of race, creed, color, or national origin; and further agrees to 
insert the foregoing provision in all subcontracts hereunder except subcontracts 
for standard commercial supplies or for raw materials. 


ARTICLE XV. CONTINGENT FEES 


The Contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this Contract upon an agreement or understand- 
ing for a commission, percentage, brokerage, or contingent fee, excepting bona 
fide employees or bona fide established commercial or selling agencies maintained 
by the Contractor for the purpose of securing business. For breach or viola- 
tion of this warranty, the Government shall have the right to annul this Contract 
without liability or in its discretion to deduct from the Contract price or con- 
sideration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 


ARTICLE XVI. INTEREST OF MEMBER OF CONGRESS 


No member of or delegate to Congress, or resident commissioner, shall be ad- 
mitted to any share or part of this Contract, or to any benefit that may arise 
therefrom; but this provision shall not be construed to extend to this Contract 
if made with a corporation for its general benefit. 
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ARTICLE XVII. ACCESS TO BOOKS AND RECORDS 


The Contractor agrees that the Government or any of its duty authorized 
representatives shall, while the Contract is in effect, and for a period of three (3) 
years thereafter, have access to and the right to examine any pertinent books, 
documents, papers and records of the Contractor involving transactions related 
to this Contract. 

The Contractor further agrees to include the following provision, with appro- 
priate insertions, in all its subcontracts (herein defined as any agreement with 
another party providing for construction, improvements, or other work called for 
by this Contract, whether or not that purpose is so specified in the agreement) 
hereunder : 

“(Name of Subcontractor) agrees that the Government or any of its duly 
authorized representatives shall, until the expiration of three years after 
final payment under Prime Contract (Contract Symbol and Number) between 
the United States of America and Mid-Continent Mining Corporation, have 
access to and the right to examine any pertinent books, documents, papers 
and records of (Name of Subcontractor) involving transactions related to 
this Contract.” 

ARTICLE XVIII. ASSIGNMENT 


The Contractor shall not, without the prior consent of the Government, sell, 
assign, or pledge this Contract or any of its rights, powers, privileges, duties, 
or obligations thereunder ; provided, however, that any moneys due or to become 
due under this Contract, but not including any advances made or to be made 
hereunder, may be assigned by the Contractor to a bank, trust company, or 
other financing institution, including any Federal lending agency, pursuant to 
and in accordance with the Assignment of Claims Act of 1940, as amended (31 
U.S. C. 208, 41 U. S. C. 15). 

All rights, powers, privileges, duties, or obligations under this Contract shall 
inure to any successor or successors of Defense Materials Procurement Agency 
or any branch or agency of the Government to which the Defense Materials 
Procurement Agency shall hereafter delegate or assign its authority to act for 
the Government hereunder. 


ARTICLE XIX. FORCE MAJEURE 


If the performance of any part of this Contract by either the Contractor or 
the Government is prevented, hindered, or delayed by reason of any cause Or 
causes beyond the respective control of the Contractor or the Government, and 
which cannot be overcome by due diligence, then the Contractor or the Govern- 
ment, as the case may be, shall be excused from such performance during the 
continuance of any such happenings or events. To become operative, the Con- 
tractor or Government, as the case may be, shall give to the other, within ten 
(10) days after the occurrence of such happenings or events, written notice 
thereof, together with a statement setting forth the facts in evidence, and, upon 
the conclusion of such happenings or events, shall notify the other in writing of 
such termination within ten (10) days. 


ARTICLE XX. DEFAULT 


Notwithstanding any other provision of this Contract, the Government may, 
by notice in writing to the Contractor, cancel this Contract or any part thereof 
at any time, without payment of damages or penalty of any kind for such can- 
cellation, in the event (a) a receiver, liquidator, or trustee is appointed for 
Contractor or its property, or Contractor makes an assignment for the benefit 
of creditors, or Contractor becomes insolvent, or a petition is filed by or against 
Contractor pursuant to any of the provisions of the United States Bankruptcy 
Act, as amended, for the purpose of adjudicating Contractor a bankrupt, or for 
the reorganization of Contractor, or for the purpose of effecting a composition 
or rearrangement with Contractor’s creditors, and such receiver, liquidator, or 
trustee is not discharged or any such petition filed against Contractor is not 
dismissed within sixty (60) days, (b) of the liquidation or dissolution of Con- 
tractor (if Contractor is a corporation), whether voluntary or involuntary, (c) 
of default by Contractor in the performance of any of the terms, conditions, 
or covenants of this Contract or any amendment or supplement thereto, (d) of 


the determination by Government that Contractor obtained this Contract for the 
purpose of speculation. 
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ARTICLE XXI. NONWAIVER 


The failure of either the Contractor or the Government to insist in any one or 
more instances upon the performance of any of the terms, covenants or con- 
ditions of this Contract, shall not be construed as a waiver or relinquishment of 
the future performance of any such term, covenant or condition by the other 
party hereto, but the obligation of such other party with respect to such future 
performance shall continue in full force and effect. 


ARTICLE XXII. MODIFICATIONS 


No oral statement of any person shall modify or otherwise affect the terms, 
conditions or specifications of this Contract. 


ARTICLE XXIII. CANCELLATION 


Notwithstanding any other provision hereof, this Contract shall automatically 
terminate without penalty as to any portion of the Contract remaining uncom- 
pleted after four (4) years from the effective date hereof; provided, however, 
that the Contractor’s obligation with respect to storage, and shipment of the 
slab zine shall survive the termination of this Contract. 


ARTICLE XXIV. REPLACEMENT OF LETTER CONTRACT 


This Contract supersedes and replaces for all intents and purposes the Letter 
Contract accepted on July 16, 1952, heretofore referred to. 

In witness whereof, the parties hereto have caused this document to be duly 
executed on the day and year first above written. 


UNITED STATES OF AMERICA 
(Acting by and through Defense Materials Procurement Agency), 
Jess Larson, Administrator. 
Mip-CONTINENT MINING CORPORATION, 
[CORPORATE SEAL ] By Maynarp F. CLovuen, President. 
I hereby certify that at a legally held meeting of the Board of Directors of 
Mid-Continent Mining Corporation, held at St. Paul, Minnesota, on August 19, 


1952, the following resolution was duly adopted: 

“Resolved, That Maynard F. Clough be and he is hereby authorized and em- 
powered to execute in behalf of this corporation a contract with the United 
States Government, providing for the production and sale by this corporation 
from its Alice Mine located near West Plains, Missouri, of not to exceed 7,400 
pounds of slab zine over a period of three and one-half years of the effective 
date of said contract, at not less than 16 cents per pound, a copy of which said 
contract, when executed by the United States Government, acting through the 
Administrator of Defense Minerals Procurement Agency, Mr. Jess Larson, shall 
be attached to and become a part of these minutes.” 


[ CORPORATE SEAL ] Kay Topp, Secretary. 


AMENDMENT No. 1 To CoNTRAcT No. DMP-15 BETWEEN UNITED STATES OF AMERIOA 
AND MIpD-CONTINENT MINING CORPORATION 


This Amendment to Contract No. DMP-15, entered into this 2nd day of October 
1952 between the United States of America, acting by and through the Defense 
Materials Procurement Agency, its successors and assigns (pursuant to the 
authority contained in the Defense Production Act of 1950, as amended, and 
Executive Order No. 10161, as amended and supplemented), hereinafter called 
the “Government,” and Mid-Continent Mining Corporation, hereinafter called 
the “Contractor.” 


Witnesseth that 


Whereas the Contractor has diligently endeavored, without success, to obtain 
through private and governmental sources financial assistance to enable Con- 
tractor to carry out its contractual commitments with the Government under the 
aforesaid Contract; and 

Whereas it has been administratively determined to make advance payments 
to Contractor for the purpose of assisting Contractor in the performance of its 
obligations : 

Now, therefore, it is mutually agreed between the parties hereto that the 
aforesaid Contract shall be and hereby is amended as follows: 
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1. The last paragraph of Article X of the aforesaid Contract is amended to 
read as follows: 

“These reports shall be in at least such detail as may be required by the 
Government. Reports as of the close of the Contractor’s fiscal year shall be 
certified by an independent Certified Public Accountant.” 

2. For the purpose of assisting the Contractor in the performance of its obli- 
gations hereunder, the Government shall, upon receipt of the collateral security 
and compliance by the Contractor of the requirements hereinafter set forth, 
advance for the use of the Contractor as need in the performance of its obliga- 
tions hereunder, sums of money not to exceed in the aggregate $325,000. The 
sums so advanced shall be deposited in a special account or accounts to be 
opened by the Contractor in its name in a bank or banks approved for the purpose 
by the Government. The Contractor shall use the funds from such account or 
accounts exclusively for the purposes of this Contract and shall not commingle 
such funds with any other funds. Withdrawals from the account or accounts 
shall require the countersignature of an authorized representative of the Govern- 
ment. As advances of funds are needed for the purpose of this Contract, the 
Contractor shall file a written request for each advance with the Government, 
which request shall be supported by a cash flow sheet showing the Contractor’s 
projected cash requirements. As the installation of the facilities progresses, the 
Contractor shall furnish the Government a monthly statement of cumulative costs 
in such detail as is acceptable to the Government until such facilities are 
completed. 

3. Prior to the initial advance hereunder, the Contractor shall deliver to the 
Government its promissory note, in form prescribed by the Government, in the 
amount of $325,000. The note shall be payable on or before September 30, 1956, 
and shall bear interest at the rate of five percent (5%) per annum upon the 
outstanding balance from the date of each advance. Interest shall accrue on 
the basis of a 365 (or 366) day year. The amount of each repayment will first be 
credited on the interest accrued to the date of payment and then against the un- 
paid principal. Interest on moneys advanced before the effective date of pro- 
duction hereunder will be added to the moneys advanced, and interest thereafter 
will be computed on the sum thereof. 

4. As security for repayment of the sums advanced hereunder, the Contractor 
shall deliver to the Government, in addition to the aforesaid promissory note, 
(1) a mortgage instrument or instruments, in form prescribed by the Govern- 
ment, granting a valid lien upon (@) all equipment, improvements, facilities, 
structures, and materials purchased or paid for by funds advanced by the Gov- 
ernment hereunder, and upon all equipment, improvements, facilities, struc- 
tures, and materials now owned by the Contractor or which may hereafter be 
acquired by the Contractor, including, but not limited to, the leasehold interest 
of the Contractor and such other rights and claims as the Contractor may have 
or may hereafter acquire in the facilities described in Article I of this Contract, 
(b) the credit balance in the special account or accounts in which the advance 
payments shall be deposited, (c) all materials produced by the Contractor at the 
facilities, including ores and ore-bearing materials, and (d) all other assets of 
the Contractor; (2) supplemental chattel mortgages covering after-acquired 
property in such form and at such times as may be requested by the Govern- 
ment; (3) a conditional assignment of Contractor’s lease agreement dated Feb- 
ruary 20, 1952, covering the facilities; and (4) such other instruments and docu- 
ments as the Government may require in order to secure repayment of the ad- 
vances made hereunder. 

5. The Contractor shall obtain, without expense to the Government, policies 
of insurance upon all the facilities described in Article I of this Contract in such 
amounts and with such companies and against such hazards and contingencies 
as may be required by the Government. The policies evidencing such insurance 
shall contain clauses making losses payable to the Government as its interest may 
appear. Such policies shall be delivered to the Government. All expenses inci- 
dent to the execution, recordation, and delivery of collateral instruments, docu- 
ments, and the performance of the requirements made pursuant to this Article 
shall be borne by the Contractor. 

6. So long as any part of the moneys advanced hereunder together with ac- 
crued interest thereon remains unpaid, the ownership and management of the 
corporation shall be subject to the approval of the Government, and except with 
the prior approval of the Government, there shall be no substantial change in 
ownership or management, by merger or liquidation, or otherwise, and the Con- 
tractor shall not (@) declare or pay dividends or make any distribution upon or 
purchase any of its capital stock; or (0) merge into or consolidate with or pur- 
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chase stock of any other corporation, or convey or lease or sell all or substantialls 
all of its assets; or (c) pay salaries or other compensation to any of its officers 
and directors, provided that this prohibition shall not apply to compensation for 
legal or auditing services performed by an officer who is an attorney or an audi- 
tor, nor to managerial services aggregating annual salaries not in excess of 
$6,000 ; or (d) mortgage, pledge, or otherwise encumber or permit any mortgage, 
pledge, or other encumbrance to exist on any of its assets, or borrow money or 
become indebted for money borrowed, except as provided for herein, and (e) 
shall keep in good standing the lease agreement dated February 20, 1952, covering 
the facilities. 

7. Contractor is authorized to borrow from the American Zine Company of 
Illinois, St. Louis, Missouri, not in excess of $75,000 as provided in Contractor’s 
agreement with said company, dated July 21, 1952. 

8. The Contractor may, at its option, repay from any unobligated funds the 
whole or any part of the funds advanced by the Government hereunder, together 
with accrued interest thereon. Upon expiration of the term of this Contract, 
or upon termination of the Contract, such portion of the advance payments made 
under this Contract as has not been repaid to the Government, together with 
accrued interest thereon, shall be immediately due and payable. 

9. The Contractor shall maintain, in accordance with generally accepted ac- 
counting principles, separate books and records of the costs of the new facilities 
incurred by Contractor, and the disbursement of funds advanced hereunder, and 
of the operation of the facilities, and such other books and records as may be 
required by the Government. 

10. The Contractor represents that it has entered into an agreement with the 
American Zine Company of Illinois, St. Louis, Missouri, hereinafter referred to as 
“American Zinc’ under the terms of which American Zinc has agreed to buy 
the entire output of zine sulfide concentrates produced by Contractor and to pay 
Contractor for the same on the basis of recoverable zinc content. Contractor 
agrees that all receipts due and owing Contractor from American Zinc pursuant 
to the aforesaid smelting contract shall be deposited into the special account or 
accounts referred to hereinabove, and under terms and conditions subsequently 
to be prescribed by the Government, the Contractor shall pay to the Government 
from said special account or accounts the sum of $50 for each short ton of 
slab zine produced by American Zinc from the concentrates delivered to 
American Zinc by Contractor, which payment shall be applied by the Govern- 
ment to Contractor’s indebtedness to the Government incurred hereunder. 

11. Except as otherwise provided in this Contract, without the prior consent 
of the Government, the Contractor shall sell its zinc ores and concentrates only 
to American Zinc. 

12. (a) All debts and liabilities of the Contractor as of the effective date 
of this amendment shall be either (1) paid in full, or (2) subordinated to the 
indebtedness due the Government incurred pursuant to provisions of this agree- 
ment. Contractor shall furnish the Government with evidence of such subordina- 
tion and/or liquidation of such debts and liabilities. 

(b) Contractor shall obtain of American Zinc a subordination agreement under 
the terms of which American Zinc shall agree to subordinate, in addition to cur- 
rent indebtedness owing American Zinc by the Contractor, repayment of the 
$75,000 above referred to, and require of Contractor no repayment of said sum 
until the indebtedness of the Contractor to the Government herein incurred 
has been satisfied. 

IN WITNESS WHEREOF, the parties hereto have caused this amendment to be 
duly executed on the day and year first above written. 

UnItTep STATes OF AMERICA 
(Acting by and through Defense Materials Procurement Agency), 
Jess Larson, Administrator. 
Mip-ConTINENT MINING CORPORATION, 
[coRPORATE SEAL] By MAyNakp F. CLoucH, President. 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, D. C., July 10, 1953. 
Re contract No. DMP-15. 
Mip-ConTINENT MINING Corp., 
West Plains, Mo. 
GENTLEMEN : Under article I of the captioned contract, as amended, covering 
production of zinc concentrates, you are required to produce concentrates from 
the facilities at a specified rate, commencing not later than 1 year from the 
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effective date of the contract (July 16, 1952). In your letter of June 25, 1953, 
you request an extension of the date of commencement of production of con- 
centrates. 

Pursuant to your request, contract No. DMP-15, as amended, is hereby further 
amended by striking from article I thereof the words “one (1) year from the 
effective date hereof” and substituting therefor the date “October 16, 1953.” 

All other terms and conditions of the contract not otherwise inconsistent here- 
with shall remain in full force and effect. 

For this amendment to become effective, it is necessary that you indicate your 
acceptance on the two carbon tissues of this letter which are enclosed and that 
you return both copies to this office promptly. 

Sincerely yours, 
Tom Lyon, 
Acting Deputy Administrator. 

The foregoing amendment is hereby approved and accepted this 10th day of 
July 1953. 

Mip-CONTINENT MINING Corp., 

[CORPORATE SEAL } By Maynarp FE. Crioven, President. 


EXxHIsit No. 11 


AMERICAN ZINC COMPANY OF ILLINOIS, 
St. Louis, Mo., November 5, 1952. 
Mr. MAYNARD CLOUGH, 
President, Mid-Continent Mining Corp., 
West Plains, Mo. 


DrAR Mr. CLouGcH: We understand that you have entered into a contract with 
the Government dated August 21, 1952, known as contract No. DMP-15, whereby 
the Government, upon notice to you, may require the sale to it of up to 125 tons 
per month of the resultant zine produced from your concentrates ; said contract 
further provides that should the market price of prime western metal at East 
St. Louis go below 16 cents per pound you have the right to call upon the 
Government to take the resultant metal from your concentrates at a minimum 
price of 16 cents per pound, regardless of the quoted market price. Should 
either of these contractual provisions be invoked we will deliver to you quantities 
of slab zine sufficient to enable you to carry out your agreement with the Govern- 
ment, subject to payment by you at the time of delivery of applicable treatment 
charges and delivery costs, or, in the alternative, an assignment by you to us of 
equivalent moneys due you from the Government to cover such costs and charges, 
and assurance from the Government that such moneys will be paid to us by the 
Government. 

We agree to forward to the First National Bank of St. Paul, Minn., all moneys 
due you from the sale of your concentrates to us, for deposit in the special account 
set up in your name at said bank pursuant to your agreement with the Govern- 
ment. 

This letter is intended to amend our concentrate purchase contract with your 
company dated July 21, 1952, to the extent that the provisions of said contract 
are inconsistent with the provisions set forth above. In all other respects said 
concentrates purchase contract dated July 21, 1952, shall remain in full force and 
effect. 

If this letter correctly expresses our agreement, will you kindly so indicate by 
signing at the place indicated below? 

AMERICAN ZINC COMPANY OF ILLINOIS. 
By R. A. Youna, Vice President. 
Approved and accepted : 


Mip-CONTINENT MINING CorP. 
By MayNarp F. CLouGu, President. 
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Exuisit No. 12 
(To be filed in quadruplicate) 
SEPTEMBER 2, 1952. 


APPLICATION BY FINANCING INSTITUTION TO FEDERAL RESERVE BANK OF MINNE- 
APOLIS FISCAL AGENT OF THE UNITED STATES FOR GUARANTEE OF LOAN, PURSUANT 
TO EXECUTIVE OrpDER No. 10161 DATED SEPTEMBER 9, 1950 


1. Name and location of financing institution: The First National Bank of 
St. Paul, St. Paul, Minn. 


2. Name and location of applicant for loan: Mid-Continent Mining Corp., West 
Plains, Mo. 


3. Amount of loan applied for: $325,000. 

4. Percentage of loan to be guaranteed : 100 percent. 

5. (a) Rate of interest to be charged borrower: 5 percent. (b) Maturity of 
proposed loan: March 1, 1956. (c¢) Other terms and conditions of loan. 

6. Description of collateral : 

(a) Assignment of proceeds of contract No. DMP-15, dated August 21, 
1952, with Defense Materials Procurement Agency, Washington, D. C. 

(b) Assignment up to $22 for each dry ton of concentrates received by 
American Zine Co. of Illinois from borrower under contract between them 
dated July 21, 1952. 

(c) Chattle mortgage on facilities. 

7. Defense products or services to be furnished by applicant for loan: To ac- 
quire, develop, equip, prepare, install, and operate facilities for mining and 
milling of zine. 


8. Purposes for which funds will be used: To acquire, develop, equip, prepare, 
and install the above facilities. 

9. (a) If applicant’ for loan is a prime Government contractor, give the fol- 
lowing information with respect to each prime contract : 

(1) Unit of Government with which the prime contract is held: Defense 
Materials Procurement Agency. Washington, D. C. 

(2) Name, title, and address of Government contracting officer: Jess Lar- 
son, Administrator, Defense Materials Procurment Agency, Washington 
25, D.: C. 

(3) Contract number: a. Is contract a: Fixed price contract? Yes, floor- 
price contract. Cost-plus-a-fixed-fee contract? 

(4) Amount of contract and approximate percent completed: Total con- 
tract, $325,000; amount completed, none. 

(5) Date of first and last delivery: See section 1. D (11) of loan agree- 
ment. 

(6) Nature of product: Slab zine to be produced from the above facilities. 

(7) Limitations of contract, if any, as to assignability of proceeds: None 
toa bank. See article XVIII of contract. 

(8) Requirement of contract as to surety bond: None. 

(b) If applicant for loan is a subcontractor, give the following information 
with respect to each subcontract : 

(1) Name and address of concern issuing subcontract and signatory. 

(2) Name and address of prime Government contractor for whom prod- 
ucts are being produced. 

(3) Unit of Government for which products are being provided and 
prime contract number. 

(4) Amount of applicant’s subcontract or purchase order and approxi- 
mate percent completed. 

(5) Date of first and last delivery. 

(6) Nature of product. 

(7) Limitations of subcontract, if any, as to assignability of proceeds. 

(8) Requirement of subcontract as to surety bond. 

10. General statement by financing institution with respect to the »nnlicant’s 
ability to perform the above contracts; the general character, reputation, and 
capability of the applicant; normal type and volume of production; and any 
other information which the financing institution would ordinarily take into 
account in considering a loan to the applicant. 


1If applicant has more than one contract, list them on separate sheet. 
67178—55——15 
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Messrs. Lawler, Todd, and Lethert, three of the principals, have been well and 
favorably known to us for some time and we are of the opinion that they will 
give this project close and conscientious attention. 

11. Copy of audited balance sheet and operating statement for the last fiscal 
period of borrower and copy of latest available balance sheet and of latest avail- 
able interim operating statement should accompany application. (If audited 
reports for the last fiscal period are not available, furnish balance sheet and 
statement of earnings and expenses for that period properly certified.) 

Mid-Continent Mining Corp. was recently incorporated, primarily for the pur- 
pose of performing this contract. Balance sheet and operating statements for 
the period ending August 25, 1952, are attached (prepared by the Central Account- 
ing Bureau, 650 Endicott-on-Fourth Building, St. Paul 1, Minn.). 

12. The applicant for the loan herein referred to has been advised that financ- 
ing institution is applying for this guaranty in the amount and subject to the 
terms herein indicated: Yes. 

13. If a substantial portion of the stock of the applicant for the loan or of the 
fmancing institution is controlled by the other, or a substantial portion of the 
stock of both is controlled by the same interests, or if there are any officers 
or directors common to both, describe each such relationship briefly. 

The following is a list of stockholders as of August 25, 1952: 





Shares Par value 
Tracy C. Clough, 1292 East Maynard Dr., St. Paul, Minn__ 350, 000 $35, 000 
Harold Livingston, 520 Cherry St., West Plains, Mo___-__-_- 62, 500 6, 250 
Solly Robbins, Minnesota Bldg., St. Paul, Minn _--__--- .-. 20,000 2, 500 
Angus G. Grant and Gwynethy Grant_________-______- sn Se Oe 1, 250 
Melba B. Ellingson, 3317 Old Shakopee Rd., Minneapolis, 
Nene a ote RO as ee ee eee ge er Ne ee 50, 000 5, 000 
RN bos a ae he Oe se alge onde eee ee 500, 000 50, 000 


14. If available, the following information should be submitted: 

(1) A statement for the last 3 fiscal years showing amount of salaries 
and other remuneration paid to each principal officer of the borrower or 
of key employees receiving comparable compensation. 

(2) A statement of the sales billed, gross and net earnings of the com- 
pany over the last 3 years as shown by audited statements, if available, 
or summarized from unaudited figures used by the borrower for income- 
tax purposes. 

(3) A brief statement as to corporate affiliates of the borrower, if any. 

(4) A statement of the controlling stock interest in the company. 

(5) A projected cash budget sheet.’ 

THE First NaTIONAL BANK or St. Paun 
St. Paul 1, Minn. 
By ———_, ———,, Vice President. 


ExHrsIt No. 13 


UNITED States DistTricr Court, 
Baltimore, Md., November 10, 1953. 
Re Mid-Continent Mining Corp. 
Mr, EpMUND F.. MANSURE, 
Administrator, General Services Administration, 
Washington, D.C. 

Dear Mr. MANSURE: You have asked me, as a disinterested person, to review 

the files of your Agency relating to the Mid-Continent Mining Corp., and to 





1 See the following: 
14. (5) Projected cash flow sheet reflecting disposition of proceeds of bank loan, 
$325,000, and American Zinc loan, $75,000, total $400,000 : 
Capital expenditures : 


ORRNROS BOO i iiiih we tdi ies madd ealeetentanne aii mss ianelh $125, 000 

OORGORT: BIB Sete ntsstiiniccnn steed biadblaeshlhawdbbdinithe cdidaae 125, 000 

NE: SiO xiercccinennrdensidiaminpetta ed iaal butiadie dba eens 100, 000 

Total capital expendituremie isis i i a ee 350, 000 
Working capital needed for wages, salaries, and operating expenses: 

SISCEDOE SOE wc perresvenin nineteen tte Gninsiinnedaiel & cdecih male 50, 000 





IY iain essed ch hans ecient headin acl aie dalek al 400, 000 
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advise you whether there is any legal, moral, or equitable obligation on your 
part to make further advances to that corporation. 

The occasion for your request arises in this way. Under date of July 16, 
1952, the Defense Materials Production Agency (now, I understand, a depart- 
ment of the General Services Administration) entered into a written contract 
with the Mid-Continent Mining Corp., a Missouri corporation, to purchase a 
maximum of 7,400 tons of slab zine at the price of 16 cents a pound. The con- 
tract also provided that to enable the corporation to finance its mining operations 
the Government would guarantee a bank loan when obtained by the corpora- 
tion, in the amount of $325,000. The corporation did not succeed in obtaining 
the bank loan and on October 2, 1952, the contract was amended to provide that 
the Government would itself advance $325,000 on the security of an assignment 
of a lease of the mine and a chattel mortgage on the machinery and mining 
apparatus. The total funds advanced by the Government have been hereto- 
fore expended toward equipping the mine for the production of zinc ore; but the 
corporation has not been able to start production because the mining apparatus 
has not been completed. In this situation which existed on May 12, 1953, the 
corporation applied to your Agency for a further advance of $75,000. After 
reviewing the Agency’s relations with the mining company you, under date of 
June 3, 19538, refused to make the further advance. Shortly thereafter the cor- 
poration, by its president, Maynard F. Clough of St. Paul, Minn., requested a 
reconsideration of your refusal to make the further advance; and shortly 
thereafter made complaint to the Senate Small Business Committee that the 
mining company has been unfairly treated by the Agency in their mutual rela- 
tions. Mr. Robert A. Forsythe, chief counsel of the Senate Small Business 
Committee, has interested himself in the mining company’s complaint and has 
made considerable investigation of the matter with the least tentative view, 
as I understand it, that while there is no legal obligation on the Government 
to make a further advance, a close review of all the circumstances tends to 
show that from the moral aspect favorable reconsideration might will be given 
to the mining company’s request for further advance. It is in view of this dif- 
ference between the conclusions of your Agency and the views of the chief 
counsel for the Senate Small Business Committee that you have asked me io 
consider the whole matter in all its aspects and to express a disinterested opinion 
upon the subject. 

I have reviewed the quite extensive files of your Agency relating to the matter. 
In my opinion they certainly indicate no legal obligation at all on the part of the 
Government to make this further advance. But as it has been emphasized by Mr. 
Clough as president of the mining company, and by Mr. Forsythe that there is 
a definite moral or equitable aspect which should be considered, it has been neces- 
sary for me to interview Mr. Clough with Mr. Forsythe and also to confer with 
various members of your Agency who from time to time have had important 
relation to the matter. 

In addition to a review of your own files I had a conference of about 2 hours 
here at my office in Baltimore with Mr. Forsythe and his associate counsel, 
Mr. Yealy, and Mr. Butler, the engineer who made the original report for the 
DMPA with regard to the mining operatoin and who is now or has been consultant 
for the Mining an Mineral Subcommittee of the House on Interior and Insular 
Affairs. On Monday, November 2, last, I went to Washington and in one 
of the hearing rooms in your building, I had a day’s conference with many of 
the parties who had had relatoin to the subject matter, including Mr. Clough, 
president of the Mid-Continent Mining Corp., Mr. Forsythe and Mr. Yealy, Mr. 
Ford, and Mr. Sherman in your Contract and Negotiations Division, Mr. Brus- 
solo, the engineer who submitted the last report on the mine for your Agency, 
Mr. Gunnard E. Johnson, Chief of the Lead and Zine Branch of the DMPA; 
Mr. Herbert K. Hyde, trial counsel for your Agency, and Mr. Max Elliott, Chief 
Counsel for your Agency, and Mr. Albert H. Green, who I understand prepared 
the original draft contract. A number of other employees of the Agency were 
available at the time for questioning by Mr. Clough and Mr. Forsythe. On the 
following Wednesday, Mr. Forsythe arranged for me to have a conference with 
Mr. Howard I. Young, who was Deputy Administrator of the DMPA at the origin 
of the relations with the mining company. Mr. Hyde, Mr. Johnson, Mr. Brussolo, 
and Mr. Clough also attended this last conference here at my office. At the con- 
clusion of this last conference I inquired from Mr. Forsythe if there was any 
further data that it was desired to bring to my attention and understood 
that there was none. I have also reviewed Mr. Forsythe’s file in the matter. 
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Although it is not asserted by the mining company that there is any legal obli- 
gation on the part of the Government to make this further advance, the conten- 
tion that there is a moral or equitable basis for the claim perhaps justifies : 
reasonable brief and condensed recital of the principal events occurring in the 
whole matter. 

The mine in question is known as the Alice mine, situated in the Ozark Moun- 
tains in Missouri. It had been operated off and on over a period of many years 
prior to 1946 for the production of zine ores but with diminishing productive 
returns. In 1946 operations ceased. In 1951 zine was said to be in scarce sup- 
ply in the United States. The market price was 19% cents a pound. The own- 
ers of the mine made a lease on the basis of certain royalties to Messrs. Ellingson 
and Livingston, and they in turn assigned their lease to the Mid-Continent Min- 
ing Corp. which had been formed for the purpose of continuing mining opera- 
tions. Mr. Maynard F. Clough of St. Paul became the promoter for this enter- 
prise. In April of 1951 the mining company had issued 500,000 shares of its 
stock of which 250,000 shares were held by Tracy C. Clough, the wife of May- 
nard F. Clough. Melba Ellingson, the wife of J. Brad Ellingson, held 50,000 
shares and Harold Livingston 62,500 shares. The remaining shares were held 
by others in some way connected with the company but having no apparent re- 
lation to the present subject matter. The officers of the company were “fr. 
Clough, president and general manager, Harold Livingston, first vice president 
and engineer, Alfred J. Lethert, treasurer, and Kay Todd, secretary. Tie 
board of three directors was composed of Messrs. Clough, Livingston, and Todd. 
The principal asset of the mining company was its interest as lessee of the mine, 
which they estimated as $875,000 in value of ore reserves. Other than tis the 
mining company seems to have had no surplus as the liabilities were in excess 
of the assets. 

On December 15, 1951, the mining company made an application in writing 
to the DMPA for an advance of $630,000 against a 1914-cent floor price for zine 
to be mined and smelted. It appears that Mr. Clough confered personally with 
Mr. Howard I. Young, who was then Deputy Administrator, regarding the sub- 
ject. Mr. Butler was engaged by the Agency to make an examination of the 
mine with regard to its potential ore capacity and the probable cost of getting 
it into production. I have not found Mr. Butler’s report in your file, but he has 
told me that his report in substance was that the mine could reasonably be put 
into operation at a cost of $500,000 and that there was sufficient ore in the mine, 
if*properly mined and smelted, to repay an advance of $500,000, with a reasonable 
profit to the mining company. Mr. Butler’s final report was submitted on Janu- 
ary 21, 1952. On January 25, 1952, Mr. Young wrote a letter to Mr. Clough, 
portions of which read as follows: 

“As you were advised by Mr. Sherman yesterday, we will consider a contract 
guaranteeing you a price of $110 per ton of concentrate, equivalent to 17 cents 
per pound, for the product of your mine, and advancing to you a substantial sum 
for capital costs. * * * 

“We suggest, therefore, a floor-price contract, and an advance of not to exceed 
$400,000 for capital expenditures only, to be repaid from income derived from 
sales from your mine, subject to your furnishing satisfactory evidence of your 
ability to invest $100,000 of your own or other private funds in the project, 
$50,000 of which will be used for capital expenditures before drawing on the 
Government advance, the balance to be retained by you for necessary working 
-apital. 

“If the above suggestion is acceptable, kindly advise me at your early conven- 
ience and a letter contract to that effect will be drafted as soon as practicable.” 

It does not appear from your file, or otherwise brought to my attention, that 
Mr. Clough made any reply in writing to Mr. Young’s letter, but I understand 
that he personally conferred with Mr. Young several days later and exhibited 
a letter dated February 2, 1952, from the American Zine Co., of Illinois, signed 
by R. A. Young, pertinent portions of which read as follows: 

“We have this day entered into a contract with you for the purchase of zinc 
concentrates from your property near West Plains, Mo. We understand vou have 
entered into a contract with the United States Government whereby the Govern- 
ment is to make available to you up to $400,000 for capital investment in your 
venture. 

“This is to inform you that if the $400,000 is not sufficient to provide vou with 
the funds needed for your capital investment in the venture, that we will, upon 
request by you after you have fully expended the $400,000 received from the 
Government for capital investment, advance to you up to $100,000 to be used 
for the same purpose and/or working capital.” 
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It may be noted that the American Zine Co. of Illinois is a wholly owned 
subsidiary of the American Zinc, Lead & Smelting Co., of which Mr. Howard 
I. Young, the Deputy Administrator of the DMPA, was president and who had 
obtained a leave of absence from his company for service with the Government 
as a “dollar-a-year-man.” 

Mr. R. A. Young, of the American Zine Co. of Illinois, is a son of Mr. Howard 
I. Young. It will also be noted that the letter to Mr. Clough from the American 
Zine Co. of Illinois (accepted by him for the Mid-Continent Mining Corp.) 
did not quite conform to the terms of the agreement which Mr. Young had 
suggested in his letter of January 25 to Mr. Clough. 

I understand that Mr. Young, as Deputy Administrator, did not personally have 
the final authority to make the contract and that in due course of agency 
procedure the matter was referred to the Contract and Negotiations Division 
and to the Compliance Division. Investigation by the latter resulted in reports 
that were not favorable as to the financial condition of the company or the 
capability of management of mining operations by the personnel of the corpora- 
tion. A letter from the Comptroller, Mr. Medley, to Mr. Young, pointed out the 
doubtful advisability of the proposed loan of $400,000 to the corporation and 
suggested the advisability of at least substituting therefor the guaranty of a 
bank loan to be obtained by the mining company. Mr. Young, however, replied 
that he felt satisfied that the report of ore reserves of the mine were sufiicient to 
justify the direct loan. 

One result of the investigation by the Compliance Division related to the rela- 
tions between Mr. Clough and Mr. Butler, the mining engineer who had made the 
original favorable report concerning the mine. It appeared therefrom that 
before Mr. Butler’s report to the DMPA had been finally submitted Mr. Clough 
offered him the position of manager of the mine when the Government loan was 
made at a substantially larger salary than that Mr. Butler was receiving from 
the DMPA. Mr. Butler was reluctant for personal reasons to accept but he tells 
me that he reported the matter to Mr. Young who felt that Mr. Butler was well 
qualified and would be an excellent manager for the mine and therefore per- 
sonally approved the appointment of Mr. Butler as mine manager. 

Mr. Shacklette, Director of the Compliance Division, also later pointed out that 
the matter should be considered as a matter of public relations of the Agency in 
view of sections 201 and 202 of title 18, United States Code. Mr. Butler states that 
Mr. Clough’s offer to him in no way influenced his decision about the mine. And 
Mr. Young states that at the time he regarded the matter only in the light of a 
good business transaction and did not have in mind possible criticism from the 
public relations standpoint. However, I understood that Mr. Larson, Director of 
the Agency, decided that it would be inappropriate to have Mr. Butler accept the 
proposal and Mr. Butler did not accept it 

As a result of further interoffice ymmunications ar nsideration of the 
subject matter, it appears that Mr. Larson tentatively decided that the basis of 
further negotiations with Mr. Clough should be a contr f a floor price of 
16 cents per pound and guaranteed lo: n July 3, 1952, Mr. Butler 
advised Mr. Gunnard E. Johnson, i : a Branch of the 
Agency, that after further conference with Mr. Clough the latter had revised the 


plans for the mining operations on the basis of $300,000 and that he, Mr. utler, 


in view of the revised plans, was of the opinion that that amount would be 
sufficient. Subsequently it appears from the letter of Mr. Lyon (Director of the 
Domestic Expansion Division) dated July 10, 1952, tl t had been decided to 
increase the amount of the guaranteed loan to =: 

In consequence thereof Mr. Larson, the Administrator, wrote a “letter of 
intent” dated July 14, 1952, to Mr. Clough. i t of the mining company, 
stating that on the latter’s acceptance the Government would make a contract 
for the purchase of the specified quantity of zine slab at 16 cents a pound, and 
would guarantee a bank loan to be obtained by the mining company for $325,000. 


The letter contained various technical provisi 
to be purchased by the Government and the 


S uantity of zine 


i 


«uring the Government's 


‘ ( 
mail 


methor 
guaranty, which are not material here, but it should be particularly noted that 
the letter stated that Mr. Clough had rep: 1 that 


si) NAG "esentet 


I he Alice mine contained 
an estimated 300,000 short tons of zinc-bearing ore with an average zinc content 


of 3.2 percent; and the agreement was more particularly based on the condition 


il 


“Your corporation shall evidence to the Government the avail 


r credit in an amount of $75,000, which sum or portion the 
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for additional facilities and improvements in the event that the cost of the 
facilities exceeds $325,000 and for working capital: 

“Your corporation can obtain a loan not to exceed $325,000 from a commercial 
bank or other financial institution necessary to construct and equip a concentra- 
tion mill of not less than 400 short tons per day rated capacity and such auxiliary 
facilities as may be necessary to provide the production of 60-percent zinc 
concentrates in said mill and facilities.” 

A further condition was that the mining facilities must be completed not 
later than 1 year from the date thereof. This letter was accepted in writing by 
Mr. Clough as president, on July 16, 1952. 

Apparently Mr. Clough furnished evidence satisfactory to the Agency with 
regard to the conditions precedent mentioned in the letter of July 14, 1952; and 
accordingly the formal Government contract was executed on August 21, 1952, 
effective July 16, 1952. 

In order to obtain the bank loan of $325,000 Mr. Clough, at the suggestion of 
Mr. Young, first applied to a St. Louis bank for the loan but this not being 
obtained he subsequently applied to the First National Bank of St. Paul, Minn., 
which also declined to make the loan. Mr. Clough has complained there was 
unfair interference by some person or persons in the Agency which prevented 
his suecess in obtaining the loan from each of these banks. At the various 
conferences heretofore referred to I made particular inquiry from Mr. Clough 
and other persons in the Agency who were available, and also from Mr. Young, 
but I did not find any satisfactory evidence that there had been such unfair 
interference. However, when it was found that Mr. Clough could not or had not 
»btained the necessary bank loan an amendment to the contract was made under 
date of October 2, 1952, by which the Government agreed to itself advance 
$325,000, taking as security therefor an assignment of the mining lease and 
chattel mortgages on the mining facilities to be constructed. Pursuant thereto 
the whole amount was in fact soon thereafter advanced to the Mid-Continent 
Mining Corp. and it commenced work in construction of the facilities and con- 
tinued the same for about 9 months when the whole $325,000 was practically ex- 
hausted and the facilities for mining had not been completed and the mining 
company had incurred current and substantial outstanding unpaid indebtedness. 
Mr. Clough states that during the progress of the work various unanticipated 
difficulties developed which very largely increased the cost of the work, particular 
reference being made to the inability to procure satisfactory arrangement for 
electric power which it is thought would require an expenditure of $100,000 more 
than was originally anticipated. 

This being the situation on May 12, 1953, the mining company applied to your 
Agency for a further loan or advance of $75,000. In the course of giving due 
consideration to this further application the matter was again reviewed by your 
Agency and it was decided to have a further examination of the mine and its 
probable ore content made by another mining engineer. Mr. Brussolo, a quali- 
fied mining engineer, was selected for this purpose. As a result of his resurvey 
of the mine he reported under date of June 1, 1953, in very considerable detail 
with regard to the extent of zinc ore reserves in the mine and the percentage of 
zine content to be produced by smelting. It will be remembered that in the 
letter of intent dated July 14, 1952, which furnished the basis for the later 
forma! contract, Mr. Larson had stated that Mr. Clough had represented that the 
mine “contained an estimated 300,000 short tons of zinc-bearing ore, with an 
average zinc Content of 3.2 percent.” Mr. Brussolo’s report was to the effect that 
in his opinion the ore content was approximately 190,000 short tons and that 
the percentage of zine content would be 2.5 percent. The report also submitted 
data with regard to the cost of completing the facilities which was put at $240,- 
000 mnore than had been expended. Mr. Brussolo also estimated that as a fur- 
ther advance of 875,000 would not be even nearly sufficient to complete the mining 
facilities and to put the mine in operation, the further advance of $75,000 by the 
Government would probably entail a final loss of about $319,000, including ac- 
crued interest but substracting the salvage value; while if the matter were now 

losed the probable loss to the Government would be about $235,000, also in- 
cluding accrued interest and deducting salvage. 

Mr. Clough challenges the accuracy of Mr. Brussolo’s opinion and refers to 
various other engineering reports regarding the Alice mine which, it is said, 
were on a much more favorable basis. Mr. Brussolo agrees that the matter is 
largely one of expert opinion and that there is, of course, the possibility of an 
honest difference of opinion between mining engineers as the subject matter of 
the mine and productivity of the ore reserves is what may be considered 
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“marginal.” However, this report from Mr. Brussolo is the latest which has been 
made to your Agency and certainly affords very substantial basis for considera- 
tion by your Agency. I understand that your determination to refuse the addi- 
tional $75,000 was subsequent to consideration of Mr. Brussolo’s report. 

The present practical situation, as developed in the recent conferences, is 
this. It would be idle to advance only $75,000 more as it will require a much 
greater sum than this to complete the facilities. At my recent conferences with 
Mr. Butler and Mr. Clough they agreed that $275,000 more would be required 
for that purpose. I have not understood from Mr. Clough that he has any pres- 
ent prospect of obtaining further capital assistance from outside sources. His 
stated position is that in view of the history of the matter the Government 
should and ought to make him a further advance of $275,000 which he and Mr. 
Butler think would be sufficient to complete the facilities and to start mining 
operations with good productive results ; and to amend the contract price for zine 
from 16 cents to 17 cents per pound. I do not understand that Mr. Clough 
has made any formal application for an additional advance other than the $75,- 
000 referred to. 

In view of Mr. Clough’s presently stated position it appears that there is very 
ample support both from the financial and practical standpoint in the prior de- 
cision of your Ageucy not to advance the further sum of $75,000, especially as 
there is no pending proposition submitted by Mr. Clough for obtaining an ad- 
citional $200,000 of capital from other sources. 

The practical financial situation, therefore, seems to be that if no further ad- 
vance is made by the Government and Mr. Clough is unable to obtain further 
working capital the Government, in a reasonable time, will have to utilize the 
security which it has for the $325,000 already advanced with the probable re- 
sult of a loss of over $200,000. If there is a reasonable prospect that Mr. Clough 
can secure additional working capital from outside sources it will be worthy of 
consideration as to the time when the Government should exercise its rights. 
The original agreement was that the mining facilities should be completed in 1 
year from July 16, 1952. This has been extended by your Agency until October 
16, 1952. But possibly if there is a prospect of Mr. Clough obtaining further 
capital, consideration may be given to a further extension of time. That is a 
matter of business judgment. It is also a matter of business judgment for 
your Agency to determine whether the Government could possibly lessen probable 
luss by a further large advance and satisfactory assurance or provision for 
undoubtedly capable management. Mr. Brussolo’s opinion is apparently quite 
to the contrary. In this connection I have noted from statements made both 
by Mr. Clough and Mr. Young that if sufficient additional capital can be obtained 
the American Zinc Company of Illinois will be willing to advance $75,000 which, 
you will recall, was one of the conditions precedent to the contract. And both 
Mr. Clough and Mr. Young emphatically assert that a very capable manage- 
ment will be installed. But it is Mr. Young’s present position that the Amer- 
ican Zinc Company of Illinois, a subsidiary of the company of which he is now 
the active president (having months ago retired from Government service) will 
not advance the $75,000, unless sufficient further capital is obtained by the min- 
ing company. 

There is another aspect of the whole subject matter that should be noted. It 
relates to the market price for zinc. When the application was first made for 
an advance of $600,000, zinc was said to be in scarce supply in the United States, 
although I note Mr. Medley, your Comptroller, said in his letter of January 31, 
1952, that it was not then in scarce supply. It appears that about May 1952, 
2 months before the contract was made for 16 cents a pound, the market had 
begun to decline and was possibly as low as 15 cents a pound when the con- 
tract was made. It has since declined to the present market, I am told, of about 
10 or 11 cents a pound. Mr. Young stated to me that it was largely due to the 
efforts of the DMPA that other sources of supply by import or otherwise had been 
largely effective in decreasing the market price under the ordinary operation of 
supply and demand. Of course, it would seem readily apparent that if the Gov- 
ernment is now disposed to waive the failure of performance of important provi- 
sions of the contract and make further large advances for the completion of the 
mining facilities, the result would be very much increased actual loss if the 
stipulated maximum amount of zinc provided for in the contract is to be here- 
after purchased at the contract price of 16 cents a pound, or 17 cents a pound 
as now requested by Mr. Clough. In this connection, possibly reference should 
be made to section 303 (b) of the Defense Production Act of 1950 (under which 
your Agency is operating in this matter), which provides that, subject to certain 
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limitations not here involved, purchases or commitments to purchase involving 
higher than currently prevailing market prices or anticipated loss on resale should 
not be made unless it is determined that supplies of materials could not be effec- 
tively increased at lower prices or on terms more favorable to the Government, 
or that such purchases are necessary to assure the availability to the United 
States of overseas supplies. 

The ultimate question on which you have asked my opinion is whether there 
is any legal, moral, or equitable basis for a reconsideration by your Agency of 
the application made by the Mid-Continent Mining Corp. for a further advance 
of $75,000. As a result of the review of your Agency’s files, and after very full 
conferences with the parties in interest as above stated, my very clear conclusion 
is that there is no such basis for reconsideration by your Agency. 

Nor do I find from anything that has been brought to my attention that there 
has been unfair treatment of the Mid-Continent Mining Corp., or its president, 
Mr. Clough, by your Agency. It is quite clear that the original application 
for $600,000 was very thoroughly considered by various branches or divisions 
of your Agency apparently acting in the ordinary course of duty. The result 
of your consideration was a formal contract with the Government at a stated 
price for a maximum stated quantity of zine on certain conditions. These 
conditions have not been met by the contractor. It is urged on behalf of Mr. 
Clough that as the original application was for $600,000 and the original mine 
survey by Mr. Butler estimated $500,000, the Government should have known 
that at least that amount would be required and that the contractor should not 
have been allowed to accept an advance of only $325,000. The answer to this 
would clearly seem to be that as a result of careful consideration by your 
Agency it was determined to enter into the contract only in the event that the 
mining company could secure sufficient additional working capital from private 
sources. This has not been obtained. While it may not have been the wisest 
judgment on the part of your Agency to advance only $325,000, the fair in- 
ferences from all that I have heard is that the lower amount resulted from care- 
ful investigations by your Agency and its determination that additional amounts 
required should be secured by the mining company from outside sources. Mr. 
Clough argues that he accepted the reduced amount only by virtue of economic 
pressure as he had already committed himself to a certuin amount of ex- 
penditures and he apparently inferred from conversations with Mr. Young that 
further assistance if necessary might reasonably be anticipated from the Gov- 
ernment. However, I find no basis for the view that the contractor's accept- 
ence of the terms as finally agreed upon was other than voluntary on his part. 
It is elementary that the Government can be bound only by its contracts made 
by authorized officers. In this case, as I have pointed out, the final decision was 
not within the authority of Mr. Young but in that of the then Administrator, 
Mr. Larson, who made the decision for your Agency. I have not had the 
opportunity to confer with Mr. Larson as I understand that for some months 
he has not been in Government service; but I have understood that his state- 
ments about the matter would not alter the situation. It is also, of course, 
elementary that the administrative agency of the Government in making con- 
tracts to bind the Government is expected to exercise prudence and care and 
reasonable good judgment in expenditures of public funds. That duty is, of 
course, a public trust. 

Yours very truly, 
W. CALVIN CHESNUT. 


Part III. MAacArtTHuR MINING Co., INc. (I—18840) 


SUMMARY OF REPORT 


The MacArthur Mining Co., Ine., filed an application on December 11, 1950, 
with the Department of the Interior, Defense Minerals Administration, for a 
loan of $60,000 to increase its production of zinc-bearing ore from the property 
known as the MacArthur mine located near Baxter Springs, Kans. The applica- 
tion was referred to the United States Geological Survey, Department of Inte- 
rior, whose field team, after a survey of the mine, reported it could not approve 
the program suggested in the application, but presented an alternate plan of 
operations which included a favorable recommendation on the application for 
the loan. 
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When the case was sent to the Reconstruction Finance Corporation for a credit 
investigation, an unfavorable report resulted stating the loan should be denied 
in view of the weak financial condition of the MacArthur Mining Co. However, 
the Defense Minerals Administration recommended favorable action on this loan 
to Defense Production Administration under section 302 of the Defense Produc- 
tion Act of 1950, but before the loan was approved, the method of processing the 
application came under the Defense Materials Procurement Agency and the 
General Services Administration. The MacArthur Mining Co. then filed an- 
other application requesting an advance of $45,000 against production of zinc 
ore under a contract to be negotiated with the Defense Materials Procurement 
Agency. 

The Comptroller’s office, General Services Administration, indicated that the 
application should be rejected in view of the financial situation of the MacAr- 
thur Co., and the fact that its president would not agree to certain conditions 
considered essential to making this advance. However, the Defense Materials 
Procurement Agency continued the negotiations and on December 4, 1951, en- 
tered into a contract with the MacArthur Mining Co., although information in 
the files shows that zine was not in short supply. 

This contract contained an option for the sale of slab zine to the Government 
and provided for an advance of $45,000 to assist the MacArthur Mining Co., in 
doubling its production of zinc-bearing ore. 

As a prerequisite for the advance, the Comptroller, General Services Adminis- 
tration, required the MacArthur Mining Co. to enter into an agreement with 
the American Zinc, Lead & Smelting Co. of St. Louis, or another company mutu- 
ally satisfactory to the Government and MacArthur, under which the American 
Zine, Lead & Smelting Co., or such other company, was to purchase zinc concen- 
trates from the MacArthur Mining Co., and act as agent for the MacArthur 
Mining Co. when slab zinc was sold to the Government. Although other large 
smelters were located nearer the MacArthur mine, the required agreement was 
later entered into between the MacArthur Co. and the American Zinc Company 
of Illinois, a subsidiary of American Zinc, Lead & Smelting Co. of St. Louis. 
Howard I. Young, Deputy Administrator of the Defense Materials Procurement 
Agency, was president and one of the principal stockholders of the American 
Zine, Lead & Smelting Company of St. Louis, owner of all the outstanding stock 
of the American Zine Company of Illinois. 

Negotiations for the agreement between the MacArthur Co. and the company 
controlled by Mr. Young had been settled prior to the date of the Government 
contract. Under its agreement with the MacArthur Mining Co., the minimum 
increase in the gross sales of slab zinc of the American Zine Co. would have 
amounted to $525,000 with a probable increase in gross sales of more than 
$700,000. 

In May 1952 the mine was operating only at the break-even point. Due to the 
lack of proper machinery, and difficulties encountered in trying to open an addi- 
tional shaft, the rate of production declined in April and May of 1952. The 
market price of zinc also dropped from 19% to less than 16 cents a pound in 
June 1952 and, as a result, the MacArthur Mining Co. was unable to continue 
operations. 

The Beck Mining Co. under an agreement with MacArthur Co., took control 
and tried to make arrangements with the creditors to keep the mine operating. 
However, the plan proved unsatisfactory, and on June 27, 1952, the United 
States district court appointed a receiver for the MacArthur Mining Co. 

Auditors from the General Services Administration examined the financial 
records of the MacArthur Co. in July 1952 and found that the company was in- 
solvent on June 28, 1952, and also on November 30, 1951, prior to the date the 
Government made the advance payment of $45,000 on December 12, 1951. 

Due to the low price of ore, the court-appointed receiver discontinued opera- 
tions and had the plant dismantled. On November 30, 1953, the court found that 
the assets of the MacArthur Mining Co. consisted of $10,548.81, plus a potential 
claim against the United States in connection with other mining operations con- 
ducted during World War II. Since the Director of Internal Revenue and the 
State of Kansas had preferred claims for taxes in excess of the value of the 
assets, the Defense Materials Procurement Agency did not receive any payment 
on the advance. 

The Government's loss of the entire amount of the advance is directly attribut- 
able to the persistence of the Defense Materials Procurement Agency to pursue 
the project, at a time when the emergency need no longer existed and notwith- 
standing the adverse financial reports furnished by the General Services Admin- 
istration and the Reconstruction Finance Corporation. 
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BASIS FOR INVESTIGATION 


This investigation was conducted to determine the basis on which the Defense 
Materials Procurement Agency (DMPA) advanced Government funds in the sum 
of $45,000 under a contract with the MacArthur Mining Co., Baxter Springs, 
Kans. (hereafter referred to as the company), for the purpose of increasing its 
production of zinc-bearing ore. The company was placed in the hands of a 
receiver 6 months after the advanced payment was received, and subsequently 
liquidated, resulting in a loss to the United States of the full amount of $45,000. 


SCOPE OF INVESTIGATION 


We examined the records of the General Services Administration (GSA) and 
DMPA, now the Materials Division, Emergency Procurement Service under GSA, 
concerning negotiations for the contract and advance payment, compliance, term- 
ination of the contract, and liquidation of the company. 


BACKGROUND INFORMATION 


The MacArthur Mining Co. was incorporated under the laws of the State of 
Kansas in 1942 for the purpose of engaging in mining and related operations. 
The company issued 300 shares of stock, par value $100, in exchange for mining 
leases held by J. W. Hoffman on property located in what is known as the Tri- 
State District, 4 miles west of Baxter Springs, Kans. Hoffman became president 
of the company and with Ingraham D. Hook, vice president and secretary, owned 
or controlled all of its outstanding capital stock. The development of the Mac- 
Arthur mine in 1942 was financed by a loan of $125,000 granted by the Recon- 
struction Finance Corporation (RFC), which was repaid in 1945. 

Excerpts quoted by Jean McCallum, engineering consultant for DMPA, from a 
report issued by the Bureau of Mines in May 1948, wherein comments are made 
concerning the antiquated methods, mismanagement, inefficiencies, and high 
production costs of the MacArthur Mining Co. during World War II, state in part 
as follows: “These advantages that the MacArthur mining operations have been 
able to take of every Government wartime emergency measure, exemplifies the 
premium that war placed on inefficiency by the premium price plan, desperate 
RFC development loans to unqualified management, Bureau of Mines ‘free’ ex- 
ploration, political pressure and other direct and indirect governmental sub- 
sidization” (exhibit 1, p. 3). 

FINDINGS 


Application for loan 


In September 1950 the MacArthur Mining Co. applied by letter to the Bureau 
of Mines for a loan in order to secure funds for equipment and necessary work- 
ing capital to operate its mines located near Baxter Springs, Kans. Subse- 
quently, separate loan applications were filed for the mines located on different 
tracts of land, and on December 11, 1950, a specific application was made under 
the Defense Production Act of 1950, for a loan of $60,000 to expand the produc- 
tion of the mining property known as the MacArthur mine. This application was 
referred to the Department of the Interior, Defense Minerals Administration 
(DMA) for consideration, who forwarded the papers to the United States Geo- 
logical Survey, Joplin, Mo., for a report. 

The Geological Survey submitted the report of its field team, region 6, dated 
May 8, 1951 (exhibit 2), which recommended disapproval of the original proposa! 
of the company, but outlined a revised plan based on estimated costs and 
indicated ore reserves considered to be workable from a technical standpoint. 
Under this revised plan, which provided for a price guarantee of $115 a ton for 
all 60 percent zine concentrates produced, approval was recommended for loans 
of $60,000 for the MacArthur mine and $120,000 for the Swalley mine.’ 

After receiving this report, Tom Lyon, Director, Supply Division, DMA, ad- 
dressed a memorandum dated May 15, 1951 (exhibit 3), to the Production 
Expansion Division, DMA, in which he reviewed the alternative plan presented 
by the field team and suggested approval of the loans and the granting of floor- 
price procurement contracts. 





164 Stat. 798. 
2This was a nearby mining property which the MacArthur Co. intended to operate if the 
Government provided the money. All funds for the Swalley operation were denied. 
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The applications and supporting technical data were then forwarded by DMA 
to RFC on May 28, 1951, for a credit investigation of the company. The RFC 
examiner’s report dated July 12, 1951, recommended denial of the applications 
for an RFC loan on the grounds that: 

1. The collateral offered was not regarded as reasonable security for the 
loan. 

2. The company’s working capital was unsatisfactory and would not be 
remedied by making the loan. 

8. The existing indebtedness of the company at that time was considered 
to be excessive in relation to the net worth and such indebtedness would 
only be substantially increased by the making of the loan. 

4. The prospective earnings of the company evidently would not be ade- 
quate to repay the loan from net profits (exhibit 4, p. 3). 

In order for the company to secure the money after the adverse report by 
RFC, it was necessary for DMA to recommend approval of the application to 
the Defense Production Administration (DPA), and request DPA to issue the 
necessary certificate to RFC for a loan under section 302 of the Defense Produc- 
tion Act of 1950.2. DMA forwarded to DPA only the MacArthur mine application 
with its approval on August 16, 1951. The application for the Swalley mine was 
held for further study and later denied. 

After the MacArthur mine application was sent to DPA, by undated memo- 
randum, Gunnard E. Johnson, Acting Chief, Lead-Zinc Branch, DMA, advised 
Tom Lyon, Director, Supply Division, that in view, of the report made by F. W. 
Hanson on August 27, 1951, it was doubtful if the project had sufficient merit 
to warrant recommendation for a loan to RFC; and he, therefore, would recom- 
mend that it be denied (exhibit 4). Although this memorandum serves to show 
the thinking of the Lead-Zine Branch, DMA, on making the loan, it was untimel) 
and had no effect on the application which had been sent to DPA before this 
recommendation was made. 

DPA notified DMA on September 21, 1951, that the MacArthur loan appeared 
to involve a project of the type that would be eligible under the exploration 
program,* and requested that the matter be considered on that basis. However, 
by letter to DPA, dated October 1, 1951, DMA advised that in its opinion the 
project could not qualify for an exploration contract and that it appeared that 
a loan against production would be the only type of assistance that would be 
applicable. As shown later in this report, DMA had changed its position by 
November 2, 1951, because of the improvement in the supply of zine and stated 
that applications such as MacArthur's should be recommended for approval only 
if the projects appeared favorable and the need for the zinc became apparent due 
to a substantial increase in requirements or an unexpected decrease in supply. 


Application for advance 


Because of a transfer by Executive order of the functions of DMA sometime 
in October, the MacArthur application came under the jurisdiction of DMPA and 
GSA, and by letter of October 16, 1951 (exhibit 5), the Acting Administrator, 
DMA, advised John G. Ford, DMPA, of the action taken up to that date on the 
proposed loan of $60,000 for the MacArthur mine. 

After the application had been submitted to DMPA, the estimated cost of 
$60,000 was revised to exclude the $15,000 originally requested for payment of 
some of the company’s existing obligations. This revised application for $45,000 
was submitted on October 16, 1951. 

J. W. Hoffman, president of MacArthur Co., conferred with Howard I. Young, 
Deputy Administrator, DMPA, in October 1951 with respect to his application 
for a Government advance. On November 3, 1951, by memorandum (exhibit 6), 
Young requested John Ford, who was in charge of contract negotiations for 
DMPA, to expedite action on the MacArthur advance. 

A memorandum dated November 5, 1951 (exhibit 7). from Louis Brooks, 
Office of the Comptroller, to Max Medley, Comptroller of GSA, outlined the rea- 
sons why funds should not be advanced to the MacArthur Co., showing that on 
the basis of the cost estimates submitted by the company at the contract price 
of 17% cents a pound, sufficient income would not be realized to repay the 
advance during the remaining life of the ore body as estimated by DMA engineers. 
Furthermore, that the company would be unable or unwilling to meet many of 
the conditions essential to making the advance. 





a - such cases RFC acted only as the fiscal agent for DPA in administering and servicing 
the loan. 


* Sec. 303 of the Defense Production Act of 1950. 
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However, negotiations concerning the application were continued and on 
November 19, 1951, the Administrator, DMPA, requested the Administrator, DPA, 
to certify that a commitment to purchase a maximum of 2,500 tons of slab zine 
from the production of the MacArthur mine was necessary in the interest of 
national defense and would assist in carrying out the purposes of the Defense 
Production Act of 1950. On November 27, 1951, DPA issued the necessary 
certification and authorized the allocation of $45,000 to DMPA for making the 
advance to the company. 

In an attachment to a letter dated December 3, 1953, concerning certain con- 
tractors, who had defaulted on their contracts with DMPA, to the counsel for 
the Minerals, Materials, and Fuels Economic Subcommittee, United States 
Senate, signed by Max Medley, Comptroller, GSA, it is stated that the findings 
of GSA agreed with those of RFC with respect to the credit standing of the 
MacArthur Co.; but due to the need for zine at the time (December 1951), and 
the fact that the company was currently producing zine, an advance was made 
against production. In November 1951, DMA, which preceded DMPA, had recom- 
mended curtailment of zinc expansion and more specifically that applications of 
companies including MacArthur “be processed provisionally by DMA so that 
they may be either denied or recommended as the need becomes apparent.” 
Prior to that time stockpiling requirements had been lowered and deliveries 
deferred. Nor was there any increase in requirements. Moreover, the more 
recent statement by Mr. Medley in December 1953 may be contrasted with his 
previous statement in memorandum to Mr. Young on January 31, 1952, and 
closer to the event, that his understanding was that the zine situation was such 
that there was no critical shortage of supply and, in fact, the stockpile objective 
had been met. Furthermore, on March 31, 1952, the Commissioner, Emergency 
Procurement Service, GSA, notified the company that the Government did not 
desire to exercise its option under the contract to purchase the slab zine result- 
ing from any ore produced by the MacArthur Co. during March or April 1952 in 


excess of its average daily production of 325 short tons. 
Terms of contract 


Contract No. GS-OOP (D)-12136 (exhibit 8), dated December 4, 1951, between 
DMPA and the MacArthur Mining Co. provided for installation of additional 
equipment by the company to double its production of zine-bearing ore from 325 
to 650 short tons per day by June 4, 1952. The Government guaranteed the 
company the price of 17144 cents per pound for all slab zine produced from the 
ore in excess of 325 short tons per day and, also, reserved the right to purchase 
such zine at any higher market price. Furthermore, to assist the company in 
performing its obligations under the contract, DMPA agreed to advance the 
company $45,000 with interest at the rate of 4 percent per annum until paid 
under the terms and conditions to be prescribed by the Comptroller, GSA, at the 
time of making the advance. 

On December 5, 1951 (exhibit 9), an agreement was made between the Comp- 
troller, GSA, and the MacArthur Mining Co. which provided in part that the 
$45,000 would be used solely for the purposes specified in the contract and that 
none of the funds would be used to pay existing debts. The company also was 
required to make arrangements with the Baxter State Bank, Baxter Springs, 
Kans., to withhold and pay to the Government, from the proceeds of sales of 
zine concentrates by the company, $16 per ton up to 250 tons per month, begin- 
ning June 1, 1952, until the full amount of the advance, plus accrued interest, 
was repaid. Also, under this agreement with the Comptroller, GSA, it 
was necessary for the MacArthur Co. to obtain an agreement with the Ameri- 
can Zine, Lead & Smelting Co., St. Louis, Mo., or some other such company, mu- 
tually satisfactory to both parties, to act as its agent in the sale of slab zinc 
to the Government under paragraphs 3 (a) or 3 (ec) of the contract. Howard 
I, Young, Deputy Administrator of DMPA, was also the president and one of the 
principal stockholders of the American Zinc, Lead & Smelting Co., St. Louis, Mo. 
To fulfill this condition, on December 6, 1951, MacArthur Mining Co. entered 
into an agreement (exhibit 10), with the American Zine Co. of Illinois, wholly 
owned subsidiary of American Zinc, Lead & Smelting Co., whereby that company 
was to purchase 250 tons of zine concentrates beginning February 1, 1952, from 
the MacArthur Co. and also deliver slab zine for the MacArthur Co. to the Gov- 
ernment, if required by the Government contract. This agreement was to end 
upon termination of the contract which the MacArthur Co. had with DMPA. 

There are 3 large zinc smelting companies in Oklahoma near Baxter Springs, 
Kans., and 1 other smelting plant nearby in Arkansas. These smelting com- 
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panies are nearer the MacArthur mine than the plant of the American Zine Co. 
ot Illinois, which is located near East St. Louis, Ill. 

Negotiation for the agreement between the MacArthur Co. and the company 
headed by Howard I. Young had begun prior to the date of the Government's 
contract, since the two companies had reached an understanding by November 
27, 1951 (exhibit 11). Under the final agreement of December 6, 1951, with Mac- 
Arthur Co., the American Zine Co. of Lilinois would have realized a substantial 
profit through an increase in its gross sales of more than $500,000. Actually, if 
the MacArthur Co. repaid the advance of $45,000 on the installment basis as was 
intended, its agreement with the American Zine Co. would have extended over a 
period of about 16 months. Under the agreement during this period, the Mac- 
Arthur Co. would have delivered 4,000 short tons of zine concentrates which is 
equivalent to about 2,000 short tons of slab zinc.° This quantity of zine (4 mil- 
lion pounds), at the contract guaranteed minimum price of 1744 cents a pound 
would have increased the gross sales of the American Zine Co. by $700,000. At 
the market price of 1914 cents per pound for zine during part of the period, the 
amount would have been much more. In addition, paragraph 8 of the DMPA 
contract provided in part that regardless of the market price of zinc, the agree- 
ment with the American Zine Co. would not have terminated until 3 million 
pounds of zinc were delivered to DMPA at 17% cents a pound, or a cost to the 
Government of $525,000. Therefore, the American Zinc Co. was assured of an 
outlet for at least 3 million pounds of slab zinc at a guaranteed price of 171% 
cents a pound. 

As a result of the above agreements, $45,000 was advanced to the company on 
December 12, 1951. 


Operations after contract date 

Elmer Schwamb, Chief, Inspection Division, Kansas City Regional Office, 
GSA, surveyed the operations of the company in February 1952. His report 
(exhibit 12) stated that the company had made favorable progress since the 
date of the contract, December 4, 1951, and the rate of production of ore was 
increasing. On April 8, 1952, Mr. Schwamb again visited the mine and reported 
that the company was encountering some difficulty in opening an additional mine 
shaft. No alarming conditions were reported, but the March production averaged 
only 384 tons per day, which was a slight increase in the average production prior 
to the Government advance. 

However, on May 17, Hoffman, president of the MacArthur Co., wrote GSA 
that the percentage of recovery of zinc was less than anticipated by the engineers. 
In this letter (exhibit 13), he also enumerated other difficulties, which had 
caused delay in operations and additional expense, and requested a second ad- 
vance of $10,000, as well as an extension of 60 days before the company began 
payments on the original advance. DMPA replied on May 26, 1952, that it was 
impracticable to extend the date for beginning payments beyond June 1, 1952, or 
grant an additional advance without restudy of the economics of the operations, 
and advised that a representative would be sent to Baxter Springs, Kans., to 
talk over the matter. 

On June 3, 1952, Elmer Schwamb from the Kansas City Regional Office, GSA, 
and A. L. Sherman from the Washington Office, DMPA, visited the MacArthur 
mine. They found that the production for April and May 1942 had actually 
decreased, and the company, due to breakdowns and lack of proper machinery, 
would be unable to obtain the required production by June 4, 1952. Further- 
more, as the company previously Was operating at the breakeven point, the de- 
cline in the market price of zinc in June 1952 from 19% to less than 16 cents 
per pound indicated that costs would exceed receipts unless production and ef- 
ficiency were materially increased. 

DMPA then decided to send Jean McCallum, consulting mining engineer, to 
survey the mining operations and prepare a report on the potential production 
and costs, and probability cf eventual earnings by the company sufficient to 
liquidate the $45,000 advance. When McCallum arrived at the MacArthur Co. 
he learned that on June 30, 1952, the MacArthur Mining Co. had assigned all 
of its stock to the Beck Mining Co. 

The Beck Mining Co. had been concentrating the ore for the MacArthur mine 
and it was in their interest to keep the MacArthur Co. in operation. The purpose 
of assigning the stock was to give the Beck Co. an opportunity to attempt to make 
arrangements with the creditors to keep the MacArthur mine going and prevent 
the company from being forced into receivership. 


Sit was estimated that 2 tons of zinc concentrates would produce 1 ton of slab zine. 
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McCallum’s report dated June 23, 1952 (exhibit 14), summarizes the situation 
found upon his inspection of the property and concludes that the MacArthur mine 
could not operate at a profit at current zinc prices. 

Appointment of receiver 

On June 26, 1952, Hoffman, president of the MacArthur Mining Co., prior to 
June 20, 1952, filed a suit in Federal court against the-Beck Mining Co., George 
W. Beck III, and the MacArthur Mining Co. for specific performance of the 
assignment agreement and the appointment of a receiver. The court appointed 
Carl V. Rice as receiver on June 27, 1952. Hoffman stated that he resorted to 
this court action because Beck had not furnished the financial aid to the Mac- 
Arthur Co. as provided in the assignment agreement. 


Findings of GSA auditors 


In July 1952 an examination was made by the Internal Audit Division, GSA, of 
the financial records and related data of the MacArthur Mining Co. The 
auditors reported that from an examination of the balance sheets as of No- 
vember 30, 1951, prior to the contract with DMPA, and June 28, 1952, when the 
receiver had been appointed, it was apparent that the company was insolvent 
on both dates. The auditors also found that of the $45,000 advanced to the 
company only $31,791.87 had been applied to the increase of production facilities, 
and the balance of $13,208.13 had not been used in accordance with the terms 
of the agreement (exhibit 15). 

Receivership proceedings 

At a meeting on July 23, 1952, between representatives of DMPA, the at- 
torney for the receiver, and George Beck, of the Beck Mining Co., several plans 
were advanced by Beck to prevent liquidation of the company. The representa- 
tives of DMPA felt that none of the plans suggested was acceptable since the 
Government would be entering into a new arrangement merely for bailing out the 
company’s creditors. Under date of. July 26, 1952, Beck submitted his final 
proposal which was rejected by DMPA. ' 

At a meeting of the creditors on July 28, 1952, it was agreed to continue to 
operate the MacArthur Mining Co. until such time as it could be determined 
whether or not a plan of rehabilitation could be developed. However, on August 
12, 1952, the receiver notified DMPA that because of the low price of ore, opera- 
tions had ceased and the plant would be dismantled. 

DMPA then filed its proof of claim dated November 7, 1952, in the amount of 
$50,444.26, consisting of $45,000 due on the principal, interest to date of ap- 
pointment in the amount of $944.26, and reasonable costs of collection in the 
amount of $4,500. A hearing was held on April 16, 1953, before a special master 
who concluded that DMPA had a yalid claim for the amount, subject only to 
claims of the Director of Internal Revenue for taxes, interest, and penalties 
in the amount of $22,664, and unemployment compensation taxes due the State 
of Kansas in the amount of $7,002.15. 

On November 30, 1953, the court found that the assets in the hands of the 
receiver consisted of $10,548.81, plus a potential claim against the United States 
on account of mining operations conducted by the MacArthur Mining Co. during 
World War II. Since DMPA had a class III claim, it did not receive payment 
when the receiver distributed the available funds to the creditors having priority. 


Bills introduced for relief of company 


The potential claim had reference to the subject of identical bills introduced 
in the House of Representatives and the Senate, H. R. 9257 and S. 3454, for the 
relief of the MacArthur Mining Co., Inc., in receivership. These bills provided 
for payment of $296,681.77 to the MacArthur Mining Co. for reimbursement for 
actual losses sustained, plus a fair margin of profit in performing its commit- 
ments with the United States for the production of strategic and critical lead 
and zine from marginal mines. It was further stated in the bills that such losses 
were occasioned by default in the Government’s promise to save the corporation 
harmless and assure it a fair margin of profit. GSA recommended against pas- 
sage of the bills on the ground that the only known agreement between the Gov- 
ernment and the company was the contract dated December 4, 1951, which the 
company entered into voluntarily as an independent contractor. Furthermore, 
the company, not the Government, failed to perform its obligations under the 
contract, and at no time did GSA or DMPA promise “to save the company harm- 
less” and assure it a fair margin of profit. No action was taken on the bills by 
the 83d Congress. 
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Bills providing for this same relief for the MacArthur Co. were reintroduced 
in the 84th Congress, 8. 703 and H. R. 2063. As of June 23, 1955, these bills had 
not been reported out of the Committees on the Judiciary. 


CONCLUSIONS 


During the processing of the loan application, RFC recommended disapproval 
of the loan application for $60,000 of the MacArthur Mining Co., and Louis Brooks, 
of the Comptroller’s office, GSA, reported that the financial condition and pros- 
pects of this company were such that repayment of an advance of $45,000 was 
doubtful (exhibit 7, p. 2). Also, Gunnard E. Johnson, Acting Chief, Lead-Zine 
Branch, DMA, recommended denial of the loan to the company because of the 
findings of the Geological Survey field team and the RFC examiner (exhibit 4). 

The first two reports were made on the basis of a financial analysis of the 
company from a credit standpoint, taking into consideration its existing indebted- 
ness, working capital position, estimated profit margin, proven efficiency of opera- 
tions, and other factors which would reflect the ability to repay an advance of 
funds ora loan. In making the advance of $45,000, DMPA disregarded the find- 
ings made in these reports. 

The only report found that was favorable to the loan for the MacArthur Mining 
Co. was issued by the region 6 field team, United States Geological Survey (ex- 
hibit 2). This report set forth an alternate plan which showed that if all the 
indicated ore were mined at an estimated cost, made possible by the installation 
of certain mechanical equipment, the company could repay a loan of $60,000 and 
still show a profit. As a basis for advancing credit, this report was of little 
value, since consideration was not. given to the financial position or other infor- 
mation concerning the company essential to establish the risk involved in advanc- 
ing it funds. Actually, the audit later made by GSA (exhibit 15, p. 4) showed 
that the company was insolvent on November 30, 1951, just prior to the time the 
advance was received by it in December 1951. Furthermore, the report of 
the field team clearly shows that in the calculation of the estimated profit, on 
which the loan approval was based, no provision was made for a decline in the 
price of zinc, or for other contingencies. The recommendation for the loan was 
made on the assumption that a guaranteed price of $115 a ton for 60-percent zinc 
concentrates would apply to all production, whereas the DMPA’ contract was 
applicable only to the production in excess of the average daily rate, or one-half 
of the ore to be produced. It was evident that in a marginal operation of this 
type a drop in the price of zine or an unexpected increase in production costs 
would force the company out of business. 

The evidence shows that the financial standing of this company did not war- 
rant an advance of funds. Furthermore, it is not apparent that the need for 
zine Was so great at that time that it was necessary, or even intended, under the 
Defense Production Act of 1950, for the Government to assume the risk inherent 
in furnishing financial assistance to this company. It appears that under normal 
procedure the contract and advance payment made in this case would not have 
merited the approval of DMPA. 

At the time negotiations were going on between DMPA and the MacArthur Co. 
for the contract providing for the advance of Government funds, this company 
was also conferring with the American Zinc Company of Illinois in respect to a 
tie-in agreement which would enable the MacArthur Co. to deliver slab zine to 
the Government, if so required, under its contract with DMPA. Howard I. 
Young, Deputy Administrator of DMPA, was also the president and a principal 
stockholder of the company which owned all the outstanding stock of the Ameri- 
ean Zine Company of I[llinois. 


EXHIBITS 
ExHIsiT No. 1 
Drititinc History, MacArTHur MINE 


[Quote from Report of Investigations, Zinc-Lead Deposits on Extensions of the Miami 
Trough, Cherokee County, Kans. May 1948, Bureau of Mines] 


THE MAC ARTHUR MINES 


The property known as the MacArthur (Embry) comprises all of the NE% 
sec. 6 T. 35 S., R. 24 E., Cherokee County, Kans., excepting about 35 acres on the 
west side of the NW of the NE (fig. 5). * * * 
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Churn drilling was started in 1916 and now totals 122 holes on the MacArthur 
tract, mostly drilled by the Vinegar Hill Zine Co., in 1923-27. The Bureau of 
Mines drilled 19 holes on the MacArthur during 1944-45 and 2 holes in 1946. 
Norr.—Drilling and mining on the MacArthur tract are shown on the accompany- 
ing photostatic copy of map. J. Me. 

From 1923 to 1945, the Eagle-Picher, St. Louis, Federal, Beck, and MacArthur 
companies churn drilled a total of 51 holes on the Sparlin tract; the Bureau of 
Mines drilled 5 holes in 1946-47. Nore.—This tract lies just north of the Mac- 
Arthur operations. J. Me. 

Although the projected centerline of the “Miami trough” crosses the Sparlin 
tract, no deep basin such as those to the south is present there. As shown on 
the map (fig. 4) contouring on the base of the shale reveals “saddles or bridges” 
across the “Miami trough” at intervals throughout its explored length. Strati- 
graphically high “trun” ore deposits cross the “Miami trough” in some of those 
shallower bridges. 

The ore in the new Sparlin mine where the MacArthur Co. sank a 335-foot 
shaft late in 1946, occurs in the “m” bed from 300 to 335 feet in depth. Drilling 
indicates that the reserves pitch down sharply to the Reeds Springs horizon 
(400-foot level) 200 feet west of the new shaft. Although the extensive under- 
ground workings in the MacArthur mine nearby on the south are drained to the 
420-foot level, considerable troublesome water inflow was encountered at 320 
feet in the new Sparlin shaft. None of the five Bureau of Mines holes definitely 
indicated ore, nor have they been cut by Sparlin workings as drifting from the 
new shaft was just being started and little production had resulted up to the end 
of June 1947. 

After drilling four check churn-drill holes in 1942, the MacArthur Mining Co. 
obtained an RFC loan for the initial MacArthur mine development and drainage. 
Two 390-foot shafts were sunk; production began near the close of 1942, and con- 
tinued uninterrupted. 

The typical “sheet ground’ MacArthur ore deposit has been mined from 375 
feet in depth which includes about 20 feet of the Reeds Spring horizon. Struc- 
turally the MacArthur deposit is localized on a large “dome” or “nose” on the 
east wall of the “Miami trough.” Due to the many crevices in the cherty sheeted 
ore horizon and the heavy artesian sulfur flow, recovery of drill cuttings was very 
difficult, and occasionally impossible. It is interesting to note that the actual 
production to date has almost tripled an ore reserve estimate made prior to the 
initial mine development in 1942. [Italic by writer of this report. ] 

By the middie of 1947, MacArthur underground mine workings had reached 
only 2 of the total 21 holes churn-drilled by the Bureau of Mines on that property. 


The ore around them has been of higher grade than the submarginal indications 
made by the churn-drill samples. 


HISTORY 
The MacArthur Mining Co. 


After receiving a $125,000 RFC loan for the initial development and drainage of 
the MacArthur mine in 1942, production by the MacArthur Mining Co., since soon 
after the beginning, early in 1943 is continuing to be granted the highest Govern- 
ment zine and lead subsidies by MRC. The Bureau of Mines churn-drilled 19 
holes adjacent to the mine workings during 1944-45 through which estimated 
reserves were extended by 28,728 tons, of “fair grade” ore and 106,488 tons of 
“low grade.” Fifteen months later the second MacArthur churn-drilling project 
was requested by John W. Hoffman, long before all the ore reserves originally 
indicated by the Vinegar Hill Zinc Co.’s old 70 holes, churn-drilled in 1923-28, had 
been depleted and before the previously drilled 19 Bureau of Mines holes had been 
reached by MacArthur underground mine development or stoping. 

In the request for additional Bureau of Mines drilling, Hoffman maintained 
erroneous contention that the Bureau of Mines had failed to churn-drill deep 
enough during the first MacArthur project as he exemplified by the Eagle-Picker 
Mining & Smelting Co.’s ability to later successfully develop the new Foley ore 
deposit ranging in maximum depths to 460 feet below the surface. 

In spite of the MacArthur ranking with the highest in production costs and 
inefficiency among the many comparable large-scale “sheet ground”? mining oper- 
ations in the tri-state region, the RFC were able to obtain repayment of the 
entire development loan late in 1945. The same antiquated column-mounted 
drilling: hand-shoveling, mule-haulage, “can”-hoisting mining methods were used 
as Hoffman had previously used in the Webb City ‘sheet ground” mines prior to: 
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the First World War. Direct MacArthur mining and milling costs were reported 
by the RFC supervising engineers to have averaged $4.04 per ton crude ore from 
1942 through 1945, while 370,000 tons of the deposit were being mined. Beginning 
in 1946 when slusher loading was finally introduced in the MacArthur mine, the 
cost has averaged $3.50 per ton. Of course a part of those high costs are ac- 
counted for by the constant $1.22 per ton charge for the 5-mile surface haul and 
milling at the custom mill of the Beck Mining Co. These advantages that the 
MacArthur mining operations have been able to take of every Government war- 
time emergency measure, exemplifies the premium that war placed on inefficiency 
by the premium price plan, desperate RFC development loans to unqualified 
management, bureau of Mines ‘free’ exploration, political pressure, and other 
direct and indirect governmental subsidization. 

The continuing MacArthur mine production is estimated to have totaled about 
600,000 tons of crude ore during the past 4% years, which averaged roughly 2.5 
percent zinc and 0.40 percent lead content. 

Upon obtaining the Sparlin lease, adjoining on the north, a loan application 
to finance the initial shaft sinking to the previously indicated ore deposit on the 
300- to 335-foot horizon, was rejected by the RFC, so the MacArthur Co. sank the 
shaft during the winter of 1946-47 where a small production of very favorable- 
appearing ore has just recently been started. 


Exnuisit No. 2 


DEPARTMENT OF THE INTERIOR, 
GEOLOGICAL SURVEY, 
Joplin, Mo., May 8, 1951. 
Mr. Orro HERREs, 
Defense Minerals Administration, 
Department of Interior, Washington, D. C. 


DeAR Mr. HerRES: Submitted herewith is our report on J. W. Hoffman's ap 
plication (Docket DMA-11-1la) for the MacArthur, Paxson, Swalley, and 
Stoskopf mines in the tristate district. 

Investigation by Mr. Perkins, of the Bureau of Mines staff connected with 
this oftice, has shown that the plan originally proposed by Mr. Hoffman is not 
workable. Mr. Perkins has proposed a revised plan that we recommend. This 
revised plan has been discussed with J. W. Hoffman who approves it as attested 
in the accompanying letter. 

I recommend that the revised plan herein contained be considered for ap- 
proval. 

Sincerely yours, 


Davip GALLAGHER. 


REPORT ON MACARTHUR, PAXSON, SWALLEY, StosKopr MINEs, J. W. HorrMAn, 
APPLICANT, Docker DMA-11-114 


(By Edwin T. Perkins, U. S. Bureau of Mines) 


The application of the MacArthur Mining Co., Docket DMA-11-—11a, inelndes 
the MacArthur mine which is situated 4 miles west of Baxter Springs on Route 
166, and situated on a part of the NE\, sec. 6, T. 35 S., R. 24 E., Cherokee County, 
hans., and the Paxson, the Swalley, and the Stoskopf mines which are 3 miles 
west of Baxter Springs on Route 166, and situated on the S4, sec. 33, T. 34 S., 
R. 24 E., Cherokee County, Kans. 

The estimates of the tonnages of indicated ore and the recoverable amounts 
of zinc and lead were made by Perry K. Hurlbut. The estimate of the costs and 
the calculations were made by Edwin T. Perkins. 

At the MacArthur mine it is estimated that there are 181,727 tons of indicated 
ore with an average of 1.71 percent of recoverable zinc and 0.61 percent of re- 
coverable lead. 

At the Paxson, Swalley, and Stoskopf mines it is estimated that there is a com- 
bined tonnage of 1,336,342 tons of indicated ore with an average of 1.587 per- 
cent of recoverable zinc and 0.357 percent of recoverable lead. 

In the following comparison, column (a) shows the average cost of mining and 
treating a rock ton at the MacArthur mine over a 7-year period and column (b) 


67178—_55——_16 
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shows the estimated cost after installing the necessary mechanical equipment 
in an endeavor to reduce the operating cost. 














| {| 
@ | @® | | @) | () 

exputnsininguasieenmpennietnsiieapuininpeannnieasiaettainagitagis i — - pocnns enn — 
I a $0. 53 A ene einai hilar einernea tia Seca $0.17 $0.17 
Blasting-_-_...-- ebkiiea naa . 24 .24 | Underground miscellaneous - - --- . 25 25 
Loading -__ 5 . 54 .37 || -——|-—_———- 
Underground haul-_-- “ ai .18 | I i wee |} 243 2.11 
Roof protection__- . 03 .03 || Office and administration___- .29 .29 
Hoisting. "90 ‘20 || Hauling and milling... |} ua] 122 
Blacksmith shop.-.-.........-..--. . 02 . 02 || 
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MAC ARTHUR MINE 
Using the figures in column (b) as a basis for operating costs after installing 


mechanical equipment at the MacArthur mine, we can expect the following 
returns: 


Tons | Value 





Ore reserves_ = wnt sth Dyas bee Gknniele Mee eeeee SS Gib cice izes 
Zine metal (1.71 percent recoverable) __- Be er ee oe 3, 108 |... pe a 
60 percent zinc concentrate at ($115 less 10 percent royalty) $103.50... __- ; ---| 5, 180 $536, 130. 00 
ee ee aS * \ ee ee | 1, 108 |-_-- . . 
80 percent lead concentrate at ($218.42 less 10 percent roy valty) $196.58__.____- | 1, 385 273, 263. 30 


lcaeteianesopeaenstenietitgdtiome 


<niaecee ‘iatsa eracbeaielia ial nel 809, 293. 30 
safari ante askapinbiie a alae ait ceadinrs oraa 657, 851. 74 





Total income a Be 
Cost, using column (b), 181,727 at $3.62__..._...._- 


Operation MOR... 6.0 cic ST Be aa eee 151, 541. 56 
Rae DT OUR POON ig Sin 5k ces ono iw aetted wclhdie ane dpienh bade aeamennnne seabed 63, 543. 50 
POs Fi ce wwe 5 3 ae a a ee ae ieee | 87, 998. 06 





The MacArthur mine is now operating, and after mechanization of the equip- 
ment it is the plan to increase the production to more than 700 rock tons a day, 
which will be hauled by company trucks to the Beck mill, 3 miles to the south, 
for custom milling. It is estimated that the changeover will require 4 months 
and there will be a production of approximately 500 tons of 60-percent-zinc 
concentrates and 100 tons of 80-percent-lead concentrates each month for a 
period of 10 months. 


PAXSON, SWALLEY, AND STOSKOPF MINES 


The Paxson, Swalley. and Stoskopf mines are to be operated as a unit by the 
same management as at the MacArthur mine and with similar equipment. The 
costs in column (b) can be applied in this operation. 














Tons Value 
OUR IGG os 3 6 Sik dk + dlbincs fa ete SE wt Vb ea ia? | PAR OEE oss cae cis- 
Zinc metal (1.587 percent) - Se OT Eo fa ance 
60 percent zine concentrate at ($115 less 10 percent toyalty) $103.50_- ee 35, 346 | $3, 658, 311.00 
Leet mmetel (0.067 patent)... . << -.- nance ennn ce eennnsaoeeseeabeetokede 4 4,770 | 
80 percent lead concentrate at $218.42 less 10 percent roy alty) SIG GR.ii deus | 5, 963 | 1, 172, 206. 54 
Total income ; in ren akdad a teeth kits a ce anes feta: Lye Ty 4, 830, 517. 54 
Cost, using col. (b), 1,336,342, at $3.62_............-_..-- Jincvencécududiuc sce leceutweae” Gee eeee 
AR a Si ee ail 7,040. 50 
EE BS Sk ie AP. Pin seen cae Eo e Fy 326, 906. 25 


Total deficit... -..- be tdthkeeds oe : } 333, 946. 7 
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None of these three mines is now operating. The loan of $300,000 includes the 
amounts necessary for pumping out the mines, cleaning up underground, and 
installing underground and surface equipment to fully mechanize operations, and 
provide working capital until production can be carried on. 

The initial daily production from the three mines is planned to be 1,200 rock 
tons and is to be hauled in company trucks to the Beck No. 3 mill, 3 miles to the 
southeast and in the southwest outskirts of Baxter Springs, Kans., for custom 
milling. 

The following figures show, that to carry on operations at a profit at these 
three mines, it would be necessary that the price of 60-percent-zine concentrates 
be $112.95 a ton ($125.50 less 10-percent royalty is $112.95). 


Cost of 1,336,342 rock tons at $3.62 _.-- $4,837,.558. 04 
Less income for sale of lead concentrates_______________ aac Ie kta aoe 


3, 665, 351. 50 
326, 906. 25 
3, 992, 257. 75 

35,346 tons 60-percent concentrates at ($125.50 less 10-percent 
royalty) $112.95 3, 992, 330. 70 


It is estimated that pumping out the water at these 3 mines and installation 
of equipment will require 6 months and then there would be a monthly pro- 
duction of approximately 800 tons of 60-percent zine concentrates and 133 tons 
of 80-percent lead concentrates over the following period of 34% years. 

In view of the fact that all four of these mines are to be operated by the same 
management it might be suggested that one contract cover all operations, but 
in that case a higher price would be necessary as shown in the following table: 


Tons “0 per- | 
Rock tons | centzine | Amount 
concentrates 


} 





MacArthur ae ; : 181, 727 5, 180 | 
OES EE 1, 336, 342 35, 346 | 


| 


Total iecmeead , 518. 969 40. 526 
1,518,069 tons at a cost of $3.62 is | $5. 495, 409. 7 


Less MacArthur lead concentiates-- etaaiots es 5 
Less Paxson, etc. lead concentrates - - adi ‘ ! 


900 « 


273, 
» 172, 
Total ; | 1, 445, 469 


Net cost of producing zinc concentrates___...._.._.._.___. ss 4, 049, 924. 94 
Adding MacArthur loan and interest. _-.......-..- ae) ee 63, 542. 50 
Adaing Paxson, etc. loan and interest____.___- : ae ; | 32, 906. 25 
TOGA: cs etd i eds ca ads asl senha | 4, 440, 389. 69 

40;528: toms concentrates at $109,575 ($121.75 less 10° percent | 
4, 440, 636. 50 





The applicant of docket DMA-11-1lla is the MacArthur Mining Co., Baxter 
Springs, Kans., J. W. Hoffman, president. 

All the properties are located within 4 miles west of Baxter Springs, Kans., 
on Route 166, and are easily accessible through improved side roads. 

The combined monthly production of 1,300 tons of 60 percent zinc concentrates 
can be added to a much-needed zinc metal supply. 

The application of the mechanical equipment which would be installed has 
been demonstrated to be not only feasible, but has reduced costs materially 
in other operations in the district where these changes have been made. 

The MacArthur Co. has tentatively arranged for the necessary equipment, and 
is investigating the possibility of getting the necessary finances. 

As shown on page 5, a contract price for 60 percent zinc concentrates would 
have to be $121.75 for the operations to be paid for and the loan retired by the 
end of the 4 years, when the indicated reserves wouid have all been mined. A 
fair profit to the operator should be considered, and at 10 cents a rock ton, 
$151,807 would need to be added, which would be $3.75 a ton of concentrates 
added to $121.75, or $125.50 a ton of 60 percent zinc concentrates. 
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If no additional reserves were developed during this operating period and 
mining discontinued, there would be a salvage value of possibly $48,193, which 
added to the above profit would make a total of $200,000. 

In addition to installing three units of pumping equipment, and the necessary 
surface hoists, derricks and hoppers, air compressors and housing, the under- 
ground equipment will include jumbo drilling machines, mechanical loaders, trac- 
tors and railers for hauling, and hoppers and loading arrangements at the bot- 
tom of the shafts, together with the smaller items of cans, drill steel, air and 
water lines, and accessories. 

In addition to 1,518,069 tons of indicated reserves, geological indications are, 
and it is fully expected, that further development will add reserves enough to 
extend the operations beyond the 4-year period, and a continued production 
maintained for some time, under market conditions as indicated at present. 


SWALLEY MINE 


It is estimated that the grade of the ore reserves at the Paxson, Swalley, and 
Stoskopf mines, set up as a group, is not sufficient to permit of profitable opera- 
tion at the current price of $115 a ton for 60 percent zinc concentrate. Nor can 
these three mines combined with the MacArthur mine show a profit. However, 
if the Swalley mine were operated separately we could expect the following 
results: 











Rock tons | Value 
Ore reserves. shi nica Friel mitigating ---| Oe eee 
Zinc metal (2.092 percent recoverable) _ 8, 886 |..--- a 
60 percent zine concentrate at ($115.00 less 10 percent royalty) $103. a 14, 810 | $1, 532, 835. 00 
Lead metal (0.174 percent recoverable) ee 
80 percent lead concentrate at ($218.42 less 10 percent royalty) $196. 58__ 924 | 181, 639. 92 


Total income ‘ soafiboal Cagis Seeing Se oe 1, 714, 474. 92 
Cost, using column (b), 424, SDM UNIO os atts te ee 1, 537, 699. 98 


Operating profit___...---- jcc srhigasainibanatada cape bandana ital 176, 774. 94 
IE SEE wkd ec icincidn cescncdcarnbvdevnsecncunecdonenwuabaceiaebiwedagewesnaan 132, 000. 00 
TE saiisin istic decens kdackiwokwuakbeb ndvankineavabas sh bakt aeknda eee aowenbertadne 44, 774. 94 


In draining the Swalley mine the water at the Paxson and Stoskopf mines 
would have to be pumped, so the three pumps originally considered would be 
necessary, and these with the surface and the underground mechanized equip- 
ment originally planned for the Swalley mine would be used. It is estimated 
that it would require 6 months to dewater the mine, and mining 700 rock tons a 
day, approximately 600 tons of 60 percent zine concentrates and approximately 
40 tons of 80 percent lead concentrates could be produced each month for a 
period of 2 years. 

The calculation of the operations at the MacArthur mine indicate that a loan 
of $60,000 with interest at 5 percent could be retired over a period of 2 years, 
and with a guaranty of $115 a ton for 60 percent zinc concentrates, this loan is 
recommended. 

At the Swalley mine it is estimated that a loan of $120,000 with interest at 5 
percent could be retired over a period of 2% years, and with a guaranty of $115 
a ton for 60 percent zine concentrates, this loan is recommended. 
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COMBINED OPERATION OF MAC ARTHUR AND SWALLEY MINES 


If it seemed advisable to operate the MacArthur and the Swalley mines to- 
gether, we could expect the following results: 


\Ore reserves} © Percent | vaine | 50 percent 
| zine lead 


. | } 
MacArthur. - _----- 81, 727 | 5,180 | $536, 130 | 1,385 | $272, 263. 30 
Swalley ; . , 778 14,810 | 1, 532, 835 | 924 | 181,639. 92 


om saan | 
| 


Total ecb | 606, 506 19,990 | 2,068, 965 | 2,309 | 453, 903. 22 
| | 


Ineome: 
Zine concentrates 
Lead concentrates 


Total income - - -- 
Cost 606,506 rock tons, at $3.62- 


MacArthur loan and interest 63, 543. 50 
Swalley loan and interest - - , 132, 000. 00 


po eee sits ? 195, 543. 50 
2, 391, 095. 22 
Total profit__._.-_- see seu : Ja a 3 sake : ese 131, 773. 00 
Estimates of the combined operation-of the MacArthur and Swalley mines in- 
dicate that not only could the combined loans be retired, but a profit of approxi- 
mately 22 cents a rock-ton mined could be realized. 


SUMMARY AND RECOMMENDATION 


This analysis shows that the scheme originally proposed by Mr. Hoffman can- 
not be recommended for approval. However, a revised plan is presented that 
is believed to be workable at a profit. Approval of the revised plan herein 
presented is recommended involving two loans (1) $60,000 for the MacArthur, 
and (2) $120,000 for the Swalley. 

IDWIN T. PERKINS. 
Davip GALLAGHER, 


Exursttr No. 3 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
DEFENSE MINERALS ADMINISTRATION, 
Washington 25, D. C., May 15, 1951. 
Memorandum re Docket DMA-11-11A, lead-zine. 
To: Production Expansion Division. 
From: Director, Supply Division. 
Subject: Approval of mining loan and procurement contract, J. W. Hoffman, 
president, MacArthur Mining Co., Baxter Springs, Kans. 

B. MacArthur mine: 

NE sec. 6, T. 35 S., R. 24 E. (MacArthur mine). 
$14 sec. 33, T. 34 S., R. 24 E. (Swalley mine) 
Cherokee County, Kans. 

©. (1) The combined monthly production of 1,300 tons of 60-percent zinc con- 
centrates can be added to a much-needed zinc metal supply if these mines are 
put into full production. The MacArthur mine is now operating but at a pro- 
duction rate less than is anticipated if a loan is granted. 

(2) The ore bodies to be mined are typical of the Tri-State area. The in- 
stallation of the mechanical equipment for mining which would be installed if 
the loan is granted, has been demonstrated to be not only feasible, but has re- 
duced costs materially in other operations in the district where the changeover 
to this type of mining has been made. 

(3) The applicant has made some effort already to acquire some of the 
equipment necessary for this expansion program. Equipment is probably get- 
ting scarce in the Tri-State area, therefore, mine serialization, as outlined in 
MO-7, will probably be necessary. 
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(4) Applicant requests a direct mining loan from the Government, plus a 
procurement contract on the MacArthur mine and the Swalley mine as outlined 
in the section on recommendations. The period covered by the procurement 
contract is sufficient to allow the retirement of the principal and the interest on 
both loans. 

(5) No information available to reviewer. 

D. The field team reports indicate that the scheme originally proposed by 
Mr. Hoffman cannot be recommended for approval. An alternative plan is 
presented and which meets with the applicants approval (see letter from 
Galiagher and Hoffman). It is recommended that the applicant be granted a 
mining loan of $60,000 on the MacArthur mine, plus the negotiation of a pro- 
curement contract guaranteeing to the operator a price not to exceed the current 
market price of $115 per ton of 60 percent zinc concentrates for a period of 114 
years. The rate of delivery shall be 500 tons of 60 percent zinc concentrates per 
month. 

It is further recommended that the applicant be granted a mining loan of 
5120,000 for the Swalley mines plus the negotiation of a procurement contract 
not to exceed the current market price of zinc concentrates and to continue in 
force for a period of 2% years. Rate of delivery shall be 600 tons of 60 percent 
zine concentrates per month. 

. Applicant originally requested a loan of $300,000 to dewater, equip, and put 
into production the Paxson mines. Field examination indicated that reserves 
were not adequate for such a mining venture. An alternate plan submitted by 
field team is satisfactory to applicant. Details of the plans are set forth in the 
attached docket and field team report. 

F. The anticipated production from these properties will add approximately 
12,000 tons of zinc metal to our national supply. This production will make a 
significant contribution toward maintaining national production goals. 

G. (1) Reserves: MacArthur mine, 181,727 tons of ore containing 1.71 percent 
recoverable zine and 0.61 percent recoverable lead. Swalley mine, 424,779 tons 
of ore containing 2.092 percent recoverable zinc and 0.174 percent recoverable 
lead. This ore represents a reserve of 11,994 tons of zine metal. 

(2) Rate of Production: MacArthur mine, 700-rock tons per day—500 tons 60 
percent zinc concentrates per month. 

Swalley mine, 700-rock tons per day=600 tons of 60 percent zinc concentrates 
per month. 

(3) Modern methods of mechanization, as practiced in the tri-State area will 
be used in these operations, costs are estimated at $2.40 per ton. 

(4) Milling will be at a custom mill. Costs are estimated at $1.22 per 
ton for hauling and milling. Total mining and milling costs are $3.62 per ton 
of ore. 

(5) Smelters at St. Louis. 

(6) Maximum production can be attained in 6 months. 

H. Statement on availability of project requirements as to: 

(1) Equipment: Information not in application. 

(2) New equipment: Accurate statement not in application. 

(38) Transportation: By truck, over modern roads. 

(4) Manpower: Adequate. 

(5) Power: Adequate. 

I. Statement on proposed financing as to: 

(1) Proposal and alternative set forth in field team report. 

(2) If plan outlined by field team is followed, the estimated income from the 
operation is adequate to amortize the loan and allow the operator a fair profit. 

(8) Security of loan to be established by negotiation. Presumably the security 
will be a lien on the property and equipment. 

(4) Repayment should be negotiated on the basis of a percentage of the re- 
turns from ore sales. 

J. No information available to reviewer. 

K. All correspondence is contained in the attached docket material. 


Tom Lyon, 
Director, Supply Division. 
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Exursit No. 4 


DEPARTMENT OF THE INTERIOR, 
DEFENSE MINERALS ADMINISTRATION, 
Washington, D. C. 
Memorandum 
To: Tom Lyon, Director, Supply Division. 
l’rom: Lead-Zine Branch. 
Subject: DMA 11 and 11A, J. W. Hoffman for MacArthur Mining Co., Baxter 
Springs, Kans. 

There is attached a memorandum by F. W. Hanson concerning the above 
docket. 

While this memorandum is not specific in its recommendation, it is doubtful 
whether the project has merit enough to recommend a loan to Reconstruction 
Finance Corporation. The project seems to fit better into a pattern for some 
assistance in over-the-market prices. 

With this thought in mind, we would recommend denial. 

GUNNARD E. JOHNSON, 
Acting Chief, Lead-Zine Branch. 


Mr. Lyon: If you agree on denial memo to R. & R. and let to appli will have 

to be written.—E. H. 
DEPARTMENT OF THE INTERIOR, 
DEFENSE MINERALS ADMINISTRATION, 
Washington, D. C., August 27, 1951. 
Memorandum. 
To: G. BE. Johnson. 
From: F. W. Hanson. 
Subject: DMA 11 & lla, J. W. Hoffman for MacArthur Mining Co., Baxter 
Springs, Kans. - 

These dockets cover requests by said applicant for loans to cover costs of 

rehabilitation, pumping, new equipment and facilities in amounts as follows: 


TAS Rs ce ea: a as re ss $60, 000 
DMA 11a Swalley mine 120, 000 


The former is an operating property, the latter has no equipment and its ore 
reserve is under water. 

Field team report on MacArthur mine shows estimated reserve of 181,727 tons 
of indicated ore having an average of 1.71 percent of recoverable zine and 0.61 
percent of recoverable lead. With new equipment and improvement of operation, 
requiring 4 months it is anticipated that the operation will reach a production 
goal of 700 rock tons per day resulting in approximately 500 tons per month of 
60 percent zine concentrates and 100 tons per month of 80 percent lead concen- 
trates for a period of 10 months. 

A similar production goal for the Swalley mine is indicated after a 6-month 
period of unwatering and that its production would be maintained for 2 years. 
Ore reserve for the Swalley mine is estimated at 424,779 tons. 

The indicated goal for the 2 operations is somewhat more than 1,000 tons 
per month of 60 percent zinc concentrates. 

The indicated profit on the operation, as estimated by the field team, is smal] 
but sufficient to repay the loan within the time scope of the operation. 

Favorable and unfavorable factors in this proposal are outlined on pages 7 and 
8 of the review by E. Y. Ellis, mining engineer for the RFC. 

The RFC examiner recommends the requested loans be not approved for the 
following reasons: 

1. Collateral offered is not regarded as reasonable security for the loan 
requested. 

2. Applicant’s working capital is in a negative position which would not be 
satisfactory cured by the making of the loan. 

3. Applicant’s indebtedness is considered to be excessive to the net worth 
and such excessiveness would be substantially extended by the making of 
the loan. 

4. It is not evident that prospective earnings will be adequate to repay 
the loan from net profits in a satisfactory manner. 

Further action on the loan assistance requested depends on whether DMA 
determines that the loan should be authorized under provisions of title III, 
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section 302, Defense Production Act of 1950. If this authorization is requested, 
RFC recommends that it be made under the terms and conditions outlined on 
pages 6 and 7 of the examiner’s report dated July 12, 1951. 

F. W. Hanson. 


OxXHIBIT No. 5 


DEPARTMENT OF THE INTERIOR, 
DEFENSE MINERALS ADMINISTRATION, 


Washington, October 16, 1951. 
DMA-11. 


MacArthur Mine. 
MacArthur Mining Co. 
Baxter Springs, Kans. 


Mr. JOHN G. Forp, 
General Services Administration, 
Washington, D. C. 

DeEAR Mr. Forp: This is to acknowledge your recent letter forwarding telegram 
and letter dated September 5 and 25, 1951, respectively from the MacArthur 
Mining Co., Baxter Springs, Kans. Both communications are returned herewith. 

Field team report on MacArthur Mine shows estimated reserves of 181,727 
tons of indicated ore having an average of 1.71 percent of recoverable zine and 
0.61 percent of recoverable lead. With new equipment and improvement of 
operation, requiring 4 months it is anticipated that the operation will reach a 
production goal of 700 rock tons per day resulting in approximately 500 tons 
per month of GO percent zine concentrates and 100 tons per month of 80 percent 
lead concentrates for a period of 10 months. 

The indicated profit on.the operation, as estimated by the field team, is small 
but sufficient to repay the loan within the time scope of the operation. 

Favorable and unfavorable factors in this proposal are outlined on pages 
7 and 8 of the review by E. Y. Ellis, mining engineer for the RFC. 

The RFC examiner recommends the requested loans be not approved for an 
RFC business loan for the following reasons: 

1. Collateral offered is not regarded as reasonable security for the loan 
requested. 

2. Applicant’s working capital is in a negative position which would not 
be satisfactorily cured by the making of the loan. 

3. Applicant’s indebtedness is considered to be excessive to the net worth 
and such excessiveness would be substantially extended by the making of 
the loan. 

4. It is not evident that prospective earnings will be adequate to repay 
the loan from net profits in a satisfactory manner. 

However, since the above adverse findings, zinc and lead have increased in 
price. 

Further action on the loan assistance requested depended on whether DMA 
determines that the loan should be authorized under provisions of title ITI, 
section 302, Defense Production Act of 1950. However, if authorization were 
to be recommended by DMA, then RFC recommends that it be made under the 
terms and conditions outlined on pages 6 and 7 of the examiners report dated 
July 12, 1951. 

A direct loan of $60,000 to the MacArthur Mine (DMA-11) with RFC acting 
as the fiscal agent was recommended to DPA under date of August 16, 1951. 

Very truly yours, 

C. O. MirreNnDoRF, 
Acting Administrator. 


EXHIBIT No. 6 
NOVEMBER 3, 1951. 

Office memorandum 
To: Mr. John Ford. 
From: Howard I. Young. 
Subject: MacArthur Mining Co. 

Is there any good reason for the delay that has occurred in connection with 
the MacArthur application for loan? The original application was received in 
September 1950 and the final agreement has not yet been prepared. 
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I hope you can expedite this so that we may advise MacArthur definitely 
whether we are going to give them the assistance we need. 
Howarp I. Young. 


ExHisit No. 7 
NOVEMBER 5, 1951. 
Mr. Max Medley, Comptroller. 
Louis Brooks. 
MacArthur Mining Co.—MacArthur Mine. 


The applications of the MacArthur Mining Co., Baxter Springs, Kans. (J. W. 
Hoffman, president), for Government assistance in the form of loans of $50,000 
for the MacArthur mine, and $120,000 for other properties controlled by the 
company, have been pending in DMA since September 1950, and were unsuccess- 
fully considered for section 302 (RFC) and section 303 (exploration) loans. 
The cases were recently referred to GSA (DMPA), and I have been advised by 
Messrs. Ford and Sherman that a verbal commitment has been made to Hoffman 
that an advance of $45,000 will be forthcoming promptly against the MacArthur 
mine case, and that the other case will be considered shortly thereafter. 

Statements furnished by Hoffman show as of August 31, 1951: 


TROGR) | (NOR BUGS a i ee ie ete eek ie $129, 000 
Current assets 5, OOO 
Current liabilities 68, 000 
Coe Tee co ae eee a is ee ae ee ees 24, 000 
Net worth 37, 000 


After application of proceeds of the advance, these amounts will change to: 


eee: WAN a a a a a ee i eee eee $169, 000 
COUTURE ENS is i oe ae le a ie ee eh a 10, 000 
Coen Gea i a i ne tie ba eee A ee 96, 000 
CRGe * TE oo is, 3h es ee ee oe boi, Sh eee 35, 000 
Net worth 37, 000 


oft, 


It is stated that the purpose of the advance is to acquire additional equipment 
and perform underground development work which will permit doubling present 
production of zinc-lead ores from 325 to 650 tons of ore per day. Disagreement 
exists as to the remaining ore reserves, DMA estimating 181,000 tons and an 
outside engineering firm, employed by the company 350,000 tons, or a life of 11 
months versus 21 months. 

It is proposed to give the company further assistance in the form of a mini- 
mum-price contract underwriting the additional production of zine metal (ex- 
cluding lead) to the extent of 1714 cents per pound, the current market being 
191% cents per pound. On the basis of cost estimates furnished by the company, 
it appears that the net cash return realized by the company will be: 


17'4-cent zinc—17-cent | 1914-cent zine—19-cent 
lead lead 


1 year 21 month 


Net cash return__ . | $35, 000 $62,000 | $137,000 | 
GSA advance___- ; | 45, 000 45, 000 | 45, 000 


17, 000 92, 000 


Available for payment of other obligations total- 
ing $87,000 . : : . —10, 000 


198, 000 


The profit margin throughout is represented by the byproduct income from 
lead, which is proposed to be excluded from the contract. From this standpoint 
the proposed contract, being limited to zine, will not support an advance even 
if guaranteed at market. The proposed minimum of 17% cents, assuming that 
lead is included at a one-half cent differential, will not return sufficient cash to 
repay the advance during the remaining life of the ore body as estimated by 
DMA, but will leave a small residue if the company’s estimate is correct. 
Furthermore, the above calculations are predicated on an anticipated reduction in 
operating costs, which if not obtained will make even a 19%4-cent minimum a 
risky proposition for 1 year. At 21 months, 19% cents appears to offer a satis- 
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factory return, but since the minimum can apply only to the additional production, 
the risk is not greatly reduced. 

Essential conditions to making the advance, among many others, would require 
subordination and postponement of all other debts, which there is no indication 
we could obtain; the advance and all sales proceeds to be deposited in a special 
joint account in the name of the company and the Government from which dis- 
bursements could be made only upon countersignature by the Government which 
Hoffman has rejected ; and review of Hoffman’s personnel finances from the view- 
point of his possible guarantee of repayment, which he has flatly refused. 

Please advise me if we can continue this case under the existing circumstances. 





Exuisit No. 8 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, December 4, 1951. 
MacArtHur MINING Co., 
Baxter Springs, Kans. 
(Attention Mr. J. W. Hoffman, president.) 


GENTLEMEN: 1. The United States of America (hereinafter referred to as the 
Government), acting through the Defense Materials Procurement Administrator, 
proposes to enter into a formal contract with you providing for the production 
of zinc-bearing ore (hereinafter referred to as “new production ore’) and the 
disposition by you in the form of slab zine or zine concentrates of the recoverable 
zine metal contined in such ore. You shall begin the mining of the new production 
ore as soon as possible from additional facilities which you will provide for that 
purpose at your property described hereafter in paragraph 2, and commencing 
not later than 6 months from the date of your acceptance of this order, your 
total production of ore (both old and new production) shall be and continue 
at the approximate rate of 650 short tons of ore per day (for the purpose of this 
order, new production is defined as that quantity of ore in excess of an average 
daily rate of production of 325 short tons). 

2. The new production ore to be mined hereunder shall be produced from your 
mining property known as the MacArthur mine, located near Baxter Springs, 
in Cherokee County, Kans., which you represent to contain an estimated 350,000 
short tons of available zinc-bearing ore with an average zinc content of 1.8 
percent. Upon your acceptance of this order, you will proceed without delay 
with the development, equipment, and preparation of your said property for the 
mining of ore at the rate required to meet your obligations hereunder. You 
will make such contracts and commitments for supplies and services as are 
necessary therefor. 

3. The new production ore produced hereunder shall be disposed of as follows: 

(a) The Government may require you to sell to it, in the form of slab 
zine, any amount of the new production ore produced hereunder during each 
calendar month by notifying you not less than 10 days prior to the com- 
mencement of such month. You shall notify the Government not less than 
20 days before the month in which production of new production ore will 
begin, giving your estimate of the quantity to be produced during such month. 

(b) Any new production ore not sold to the Government under subpara- 
graph (a) above shall be offered by you for sale to industry, in accordance 
with your usual methods of sale and at your then current selling price, 
in the form of slab zine or concentrates: Provided, however, That such sales 
shall be only for fabrication or other use in the United States, its terri- 
tories or possessions. Nothing in this subparagraph (0), however, shall be 
construed to obligate you to sell the ore produced hereunder, in the form 
of slab zine, at less than 17% cents per pound f. o. b. East St. Louis, IIl., 
or in the form of concentrates, at less than a price for concentrates based 
on a price of 1744 cents per pound f. o. b. East St. Louis, Ill, for slab zine. 

(c) Any new production ore produced during a calendar month pursuant 
to this order which is not disposed of in accordance with the provisions of 
subparagraphs (a) and (0b) above may be tendered to the Government in 
the form of slab zine and the Government shall purchase the amount so 
tendered. Hach such tender shall be made within 90 days following the end 
of the month in which production of the new production ore occurs. The 
Government’s obligations under this subparagraph (c) with respect to each 
month’s production of new production ore shall be limited to 125 short tons 
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of slab zinc less the quantities disposed of pursuant to subparagraphs (@) 
and (b) above. 

(d) New production ore produced during each calendar month shall be 
deemed available for delivery in the form of slab zinc 60 days after the end 
of such month, 

(e) All slab zine purchased by the Government under subparagraphs (a) 
and (c) above shall be delivered f. o. b. railroad cars at any smelter in the 
continental United States. With respect to all such deliveries, you shall 
without any charge to the Government act as forwarding agent and make 
all shipments in accordance with instructions to be furnished by the 
Government. 

4. All slab zine purchased by the Government under subparagraphs (a) and 
(c) of paragraphs 3 hereof shall be prime western grade meeting national stock- 
pile specifications P-59, latest revision as of the date of your acceptance of 
this order. 

5. The price for prime western slab zine sold to the Government hereunder 
shall be: 

(a) For sales under subparagraphs (a) of paragraph 3 hereof, the higher 
of the market price (as hereinafter defined) or 17% cents per pound f. o. b. 
East St. Louis, II. 

(b) For sales under subparagraph (c) of paragraph 3 hereof, 17% cents per 
pound f. o. b. East St. Louis, Il. 


Market price as used herein shall be deemed to be the quotation per pound for 
prime western grade slab zinc, f. o. b. East St. Louis, Iil., appearing in the 
publication of the Engineering and Mining Journal, Metal and Mineral Markets, 
most recently published prior to the day on which a lot of slab zine is delivered 
to the Government pursuant to this contract. 

6. Payment for the slab zinc purchased by the Government hereunder shall be 
made upon presentation of your properly certified invoice, weight certificate from 
the smelter, certified analysis report, a signed copy of the bill of lading and such 
other documents as the Govenment may require. The smelter’s weight certificate 
shall control as to quantity and the cost of weighing shall be for your account. 

7. For the purpose of assisting you in the performance of your obligations 
hereunder, the Govenment will, after your acceptance to this order and upon 
your written request, advance to you from time to time as may be needed by you 
in the developing, equipping, preparation, and operation of your aforesaid prop- 
erty for the mining of the new production ore called for hereunder, sums of 
money which may total but may not exceed $45,000. All such advance payments 
will bear interest at the date of 4 percent per annum on the unpaid balance from 
the date of advance and shall be retained, used, and repaid by you in accordance 
with terms and conditions to be prescribed by the Comptroller of the General 
Services Administration at the time of the making of each such advance. 

8. This order shall terminate 2 years after the date of your acceptance of this 
order, or when a total of 1,500 short tons of slab zinc have been delivered to 
and accepted by the Government hereunder, or upon the repayment to the Govern- 
ment of the full amount of the advance payment, with interest, whichever situa- 
tion occurs first. In the event the full amount of the advance payment with 
interest is not repaid at the time this order otherwise terminates, the balance of 
any such unliquidated advance shall be immediately due and payable. 

9. You will furnish to the Government from time to time such reports as it 
may reasonably require concerning (@) your operations and production here- 
under, (0) the quantity of new production ore produced hereunder and the 
quantity of slab zinc recovered therefrom, and (c) the disposition of such ore 
er slab zinc. The Government shall have the right to inspect and audit your 
books and records relating to the above reports. 

10. The time for performance by you of your obligations hereunder shall be 
extended at your option by a period equivalent to any delays, interruptions, or 
cessations caused by force majeure (herein defined as any cause beyond your 
reasonable control and not due to your fault or negligence, including without 
limitation, acts of God, strikes, fire, storm, sabotage, acts of war or public enemy, 
and priority or allocation requirements or other acts of the Federal Government). 
You shall give prompt notice to the Government of the occurrence of any such 
cause. 

11. All contract provisions presently required by Federal law, Executive order 
or applicable regulations, to be included in contracts of the type herein set forth 
are hereby incorporated herein by reference. 
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12. Your acceptance of this order will be indicated by affixing your signature 
to this letter and 2 copies thereof, and mailing or delivering the executed original 
and 1 executed copy to the Defense Materials Procurement Administrator within 
20 days from the date of this letter. Such acceptance will constitute this order 
a contract on the terms set forth herein. 

13. This contract is entered into pursuant to the Defense Production Act of 
1950, as amended (Public Law 774, 8lst Cong.; Public Laws 69 and 96, 82d 
Cong.). 

UNITED STATES OF AMERICA, 
By Jess LARSON, 
Defense Materials Procurement Administrator. 

Accepted December 4, 1951: 

MACARTHUR MINING Co., 
By J. W. HorrMan, President. 





UXHIBIT No. 9 
DECEMBER 5, 1951. 
MACARTHUR MINING Co., 
Baxter Springs, Kans. 
(Attention: Mr. J. W. Hoffman, president.) 

GENTLEMEN: Under a letter agreement (hereinafter called the letter agree- 
ment) between the United States of America (hereinafter called the Govern- 
ment), acting through the Administrator of the Defense Materials Procurement 
Agency, and MacArthur Mining Co. (hereinafter sometimes called the corpora- 
tion), dated December 4, 1951, and accepted by you on December 4, 1951, the 
Government will advance to you up to $45,000. The letter agreement and the 
formal contract contemplated therein are hereinafter called the contract. 

Paragraph 7 of the letter agreement reads as follows: 

“For the purpose of assisting you in the performance of your obligations here 
under, the Government will, after your acceptance of this order and upon your 
written request, advance to you from time to time as may be needed by you 
in the developing, equipping, preparation and operation of your aforesaid prop- 
erty for the mining of the new production ore called for hereunder, sums of 
money which may total but may not exceed $45,000. All such advance payments 
will bear interest at the rate of 4 percent per annum on the unpaid balance from 
the date of advance and shall be retained, used, and repaid by you in accord- 
ance with terms and conditions to be prescribed by the Comptroller of the Gen- 
eral Services Administration at the time of the making of each such advance.” 

In further implementation of paragraph 7 of the letter agreement, the Govern- 
ment will make advances to your corporation upon your acceptance of the follow- 
ing additional terms and conditions: 

1. The corporation will maintain, in accordance with generally accepted ac- 
counting principles, separate books and records of the costs incurred by you in 
connection with your obligations under paragraph 7 of the letter agreement and 
the disbursement of the funds advanced therefor. Such books and records, to- 
gether with the supporting data, shall be reatined while the contract is in effect 
and for a period thereafter to be mutually agreed upon by the Government and the 
corporation. 

2. The corporation shall maintain a separate bank account into which the 
advances made by the Government shall be deposited. The corporation will not 
commingle such funds advanced by the Government with any other funds of the 
corporation. 

6. The corporation will use the funds advanced solely for the purpose speci- 
fied in paragraph 7 of the letter agreement, and warrants that none of such 
funds will be used for the payment of any now existing debts of the corporation 
The corporation further warrants that until the funds advanced, plus interest, 
have been fully repaid, no compensation in excess of $100 per week in total will 
be paid to officers or directors, no dividends will be paid, and no advances from 
officers or stockholders will be repaid. 

4. Each request for an advance will be supported by a cash flow sheet show- 
ing the requirements of the corporation for funds to be advanced and will be 
accompanied by an interest-bearing note in form suitable to the Government 
As the installation of the additional facilities progresses, the corporation will 
also furnish a statement of cumulative costs in such detail as is acceptable to the 
Government. 
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5. The Government shall have the right to audit the books and records re- 
ferred to in paragraph 1 above as well as those pertaining to the production of 
ores and shall have access to the Corporation’s records at all reasonable times. 

6. The corporation shall obtain an irrevocable agreement, in form satisfactory 
to the Government, from the Baxter State Bank, Baxter, Kans. (hereinafter 
ealled the bank), that the bank will withhold, and promptly pay to the Govern- 
ment, from the proceeds of sales of zine concentrates by the corporation, begin- 
ning June 1, 1952, $16 per ton of zine concentrates so sold, up to 250 tons in each 
calendar month, until the full amount of the advance plus accrued interest is 
repaid, and that the bank will furnish with each remittance to the Government 
a statement indicating for each lot the quantity of zine concentrates sold, the 
buyer thereof, the price per ton at which sold, the gross proceeds received by the 
bank, the cumulative amount remitted to the Government during such calendar 
month and in all previous months, including such month, and the cumulative 
quantity represented by the amount remitted to the Government during such 
‘alendar month and in all previous months, including such month. 

7. The corporation shall obtain an agreement, in form suitable to the Govern- 
ment, with the American Zinc, Lead & Smelting Co., St. Louis, Mo., or such other 
company (hereinafter called the company), as may be mutually satisfactory to 
the corporation and the Government, that the company will, in the event the 
corporation desires to avail itself of its rights under paragraph 3 (c) of the letter 
agreement, act as agent for the corporation in the sale of slab zine to the Gov- 
ernment, and that the company will pay to the corporation, through the bank, 
upon receipt of the zinc concentrates from which the slab zine is to be produced, 
a price based upon a price of 17% cents per pound f. o. b. East St. Louis, Ill., for 
slab zine. 

8. The corporation will not, without prior approval of the Government, incur 
any commitments of a capital nature, other than those specified in paragraph 7 
of the letter agreement. 

9. The Government shall have a lien, paramount to all other liens, upon all prop 
erty acquired or contracted for by the corporation with such advance for the 
performance of the contract, upon all property presently owned by the corpora- 
tion, except that which is presently encumbered, and upon the balance in the 
special bank account in which said advance may be deposited. The corporation 
will assign to the Government its leases by which it operates the MacArthur mine. 

10. The corporation will purchase and maintain insurance on the additional 
facilities in such forms and amounts as are satisfactory to the Government. 

11. The corporation will submit to the Government quarterly financial state- 
ments, including at least a balance sheet and profit and loss statement, which may 
be prepared by your own auditors, and complete statements at the close of the 
corporation’s fiscal year, prepared by an independent auditor. 

12. The Government will apply proceeds of payments to it first to accrued 
interest, then to the unpaid principal balance of the advance. Interest will be 
acerued on a 365 (or 366) day year. 

Please indicate your acceptance of the aforesaid terms and conditions by affix- 
ing your signature to the original and 2 copies hereof, and mailing or delivering 
to us the executed original and 1 executed copy hereof. An extra signed copy of 
this letter is enclosed for your retention. When you return to us your signed 
acceptance of these conditions, you should also furnish us with the agreement 
required by paragraphs numbered 6 and 7 above. 

Sincerely yours, 
Max MEDLEY, Comptroller. 

Accepted December 5, 1951: 

MacArtHur MINING Co., 
By J. W. HorrMan, President. 


Exureit No. 10 
DECEMBER 10, 1951. 
To: Mr. Johnston Russell, Director, Defense Accounts Division. 
From: Phil Jordan, Director, Credit and Finance Division. 
Subject: MacArthur Mining Co., GS-OOP (D)-12136. 


There are attached for your action and records the following documents per- 
taining to the above-cited letter agreement dated December 4, 1951: 

1. The original and one executed copy of an agreement between the Comp- 

troller, GSA, and the company, dated December 5, 1951, giving the terms 
and conditions under which the advance payment will be made. 
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2. One executed copy of an agreement between the company and the 
Baxter State Bank, dated November 26, 1951, pursuant to the requirement 
of paragraph 6, of the agreement referred to in paragraph 1 above. 

3. One executed copy of an agreement between the company and the Ameri- 
ean Zinc Company of Illinois, dated December 6, 1951, pursuant to the 
requirement of paragraph 7 of the agreement referred to in paragraph 1 
above. 

4. One executed copy of an assignment of lease of the MacArthur mine by 
the company, dated December 6, 1951, pursuant to the requirement of para- 
graph 9 of the agreement referred to in paragraph 1 above. 

5. The original of a request for advance of $45,000, dated December 6, 
1951, pursuant to the requirement of paragraph 4 of the agreement referred 
to in paragraph 1 above. 

6. One copy of an interest-bearing demand note from the company, dated 
December 12, 1951, pursuant to the requirement of paragraph 4 of the agree- 
ment referred to in paragraph 1 above. 

The above-described documents are in satisfactory form, and Mr. John Ford 
has approved the disbursement of the advance. Accordingly, it is requested that 
you advance $45,000 to the MacArthur Mining Co., Box 356, Baxter Springs, 
Kans., making the payment effective December 12, 1951, if possible. 

MacARTHUR MINING Co., 
Baxter Springs, Kans. 
AMERICAN Zinc Co. OF ILLINOIS, 
St. Lowis, Mo. 

(Attention: Mr. R. A. Young, vice president. ) 

GENTLEMEN: This company has entered into a contract with the United 
States of America, represented by the Administrator of the Defense Materials 
Procurement Agency, providing for the production of zine-bearing ore and the dis- 
position in the form of slab zine or zine concentrates of the recoverable zine 
metal contained in such ore. The ore is to be produced on our mining property 
known as the MacArthur mine, located near Baxter Springs, Cherokee County, 
Kans. 

The contract provides, in part, for the advance to this company by the Gov- 
ernment of sums of money which may total but may not exceed $45,000, on 
terms and conditions to be agreed to by MacArthur Mining Co. and the Comp- 
troller of General Services Administration. Pursuant to such provision of the 
aforesaid contract, we have, on December 5, 1951, entered into an agreement 
with the aforesaid comptroller which provides, among other things, for the 
execution of an agreement with your company under which you will act as our 
agent in the sale of slab zinc to the Government under our contract with the 
Defense Materials Procurement Agency, such zinc metal to be derived from zine 
concentrates delivered by us to your company. Accordingly, in order to comply 
with the foregoing provisions of this company’s two agreements with the 
Government, the following proposals are made to you: 

Beginning February 1, 1952, and ending upon the termination of our contract 
with the Defense Materials Procurement Agency, MacArthur Mining Co. will 
sell to the American Zine Co. of Illinois 250 tons of zine concentrates per month. 
The price which you will pay us for these concentrates will be $117.50 per short 
dry ton, 60 percent basis, with usual grade adjustments, in bins at our mill. 
Should the Eagle-Picher Central Mill price for concentrates, week of shipment 
from our mine by you, be in excess of $117.50, you will settle with us on the 
higher price. 

Upon our giving you 30 days’ notice prior to shipmentof the above concentrates, 
you will sell and deliver to the Defense Materials Procurement Agency, in the 
months following the months of shipments of concentrates from our mine, 1 ton 
of prime western zine metal for each 2 tons of zinc concentrates which we sell 
and deliver to you during such months. This sale will be made only if the Gov- 
ernment exercises its option in its contract with this company to call on us for 
the delivery of such quantity of metal as is specified in paragraph 3 (a) of that 
contract, and shall be at the market price as quoted per pound for prime west- 
ern grade slab zinc f. o. b. East St. Louis, Ill., in the publication of the Engineer- 
ing and Mining Journal, Metal and Mineral Market, most recently published 
prior to the day on which delivery is made, or 17%4 cents per pound f. o. b. 
East St. Louis, Ill., whichever is the higher. 

If the above market price for prime western grade slab zine falls below 1714 
cents per pound we will exercise our option under paragraph 3 (c) of our con- 
tract with the Defense Materials Procurement Agency, and you will sell to the 
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Government, at a price of 1744 cents per pound 1 ton of prime western slab zine 
for each 2 tons of concentrates sold by us to you, up to 125 tons of metal per 
month. 

If the foregoing proposals are acceptable to you, will you please sign and re- 
turn the attached copy of this letter which will serve as a contract between 
us. 

Very truly yours, 
MacARTHUR MINING Co., 
J. W. HorrMANn, President. 

Accepted this 6th day of December 1951. 

AMERICAN ZINC COMPANY OF ILLINOIS, 
By R. A. Youne, Vice President. 


Exusit No. 11 


AMERICAN ZINC COMPANY OF ILLINOIS, 
November 27, 1951. 
MacArtTuour Co., 
Bazter Springs, Kans. 

GENTLEMEN: This is to confirm our understanding that beginning February 1, 
1952, and continuing through March 31, 1954, you will sell to our company 250 tons 
of zine concentrates per month. The price which we wil pay you for these con- 
centrates will be $117.50 per short dry ton, 60 percent basis, with usual grade 
adjustments, in bins, at your property. Should the Eagle-Picher central mill 
price for concentrates week of shipment from your mine by us be in excess of 
$117.50, we shall settle with you on the higher price. 

If you give us 30 days notice prior to shipment of concentrates, we will agree 
to sell and deliver to the General Services Administration, in the month follow- 
ing month of shipments of concentrates from your mine, 1 ton of prime western 
zine metal for each 2 tons of zinc concentrates which you sell and deliver to us 
during such month. This sale will be made only if General Services Admin- 
istration exercise their option in your contract with them to buy such metal. 

At any time that the East St. Louis price goes below 17.50 cents per pound, 
yeneral Services Administration will buy from American Zine 1 ton of prime 
western slab zine for each 2 tons of concentrates sold by you to us up to 125 tons 
of prime western metal a month on the 17.50 cents basis. 

If you will be kind enough to sign and return the attached copy of this letter 
and also have General Services Administration place their approval and accept- 
ance on it, this would serve as a contract between us. 

Very truly yours, 
AMERICAN ZiINc COMPANY OF ILLINOIS, 
By R. A. Youna, Vice President. 
Accepted : 
MacArtuur MINING Co., 

Approved and accepted. 

GENERAL SERVICES ADMINISTRATION. 


Exnuisir No. 12 
OrricE MEMORANDUM 


FEBRUARY 20, 1952. 
Assistant Chief, Inspection Branch, Washington, D. C. 
Deputy Regional Director, Kansas City, Mo. 
Contract GS—OOP-—(D)-12136, MacArthur Mining Co., Baxter Springs, Kans. 

As requested in your letter of January 18, 1952, a status of progress report 
is being submitted covering the subject contract. For the purpose of securing 
the necessary information Elmer Schwamb, Chief, Inspection Division, visited 
the MacArthur Mining Co. on February 18, 1952, and reports the following: 

The MacArthur mine proper consists of 155 acres located in section 6, Cherokee 
County, Kans., on U. 8S. Highway 166 about 4 miles west of Baxter Springs, Kans. 
An aditional 80 acres north of U. S. Highway 166 identified as C. F. Sparton hole 
No. 3 brings the total to 235 acres. A map entitled, “Underground Map of 
Pitcher Field, January 1, 1950,” is enclosed. This map shows the location of the 
mine M and is traced in red pencil. This map also shows the location of the 
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Beck Mining Co. No. 1 plant where crushing and milling will be done and the 
ore reduced to concentrates. 

The map also shows the location of the No. 3 plant of the Beck Mining Co., 
section II, near Baxter Springs. This mill is not operating at present, but would 
be opened if production of ores demands it. 

Mr. J. W. Hoffman, president, MacArthur Mining Co., resides at the Mayflower 
Apartments, Joplin, Mo., telephone Joplin 5988. Mr. A. E. Campbell, superin- 
tendent of the mine, resides at Commerce, Okla., telephone 166. 

The mail address of the mine is Box 356, Baxter Springs, Kans., telephone 
Baxter Springs LD-2. Messrs. Hoffman and Campbell were both very courteous 
and cooperative, and rendered every possible service to the inspector. 

During the calendar year this mine produced a total of 82,775 tons of ore, 
or an average of 226 tons per day. This ore yielded 2,206 tons of zinc, or 2.6 per- 
cent. During January 1952, 8,185 tons of ore was produced, or an average of 264 
tons per day. The first 16 days of February 4,812 tons or a daily average of 
300 tons were produced. The original and 1 copy of a report headed “Tonnag 
for 1951” is enclosed. 

Production reached the highest point on February 14 when 573 tons of ore 
were hoisted. The original and one copy of daily report for that date is en- 
closed. This report also shows the number and classifications of men employed 
at the mine. 

Since the $45,000 was advanced to the MacArthur Mining Co. extensive im- 
provements have been made and considerable new equipment has been added to 
increase production and the efficiency of mining operations. Enclosed is the 
original and one copy of a report headed “Measures Taken To Increase Produc- 
tion.” Inspector Schwamb spent 3 hours underground in the mine and person- 
ally saw and witnessed the operation of the new machinery and other improve- 
ments. 

From the mine the ore is transported by truck operated by Len Wiles, Baxter 
Springs, Kans., to the Beck Mining Co. crusher No. 1. Mr. Hoffman has an 
informal agreement for this handling, which at present costs $0.26 per ton. After 
10,000 tons are transported this rate will be reduced to $0.24 per ton. At the 

3eck Mining Co. the ore is weighed on an automatic recording scale. 

The Beck Mining Co. reduces the ore to concentrates at a cost of $1.20 per ton 
and when production reaches 650 tons per day this will be reduced to $1.10 per 
ton. Mr. Hoffman has an informal agreement with Beck Mining Co. covering 
this service. 

Mr. Hoffman has a written agreement with the American Zine Co. of Illinois, 
St. Louis, Mo., to sell and deliver to the Defense Procurement Agency 1 ton of 
prime western zinc metal for every 2 tons of zine concentrates which he delivers 
to them up to 250 tons per month. Two copies of this agreement are enclosed. 
Mr. Hoffman advised this agreement had approval of GSA Comptroller’s office. 

It appeared to Inspector Schwamb that the MacArthur Mining Co. has made 
favorable progress since December 4, 1951, the date of the contract. Production 
is now averaging approximately 450 tons per day from shaft No. 1 only. Shaft 
No. 3 loeated north of U. S. Highway No. 166 is being readied for operation and 
should be in full production by Mareh 15. By March 15 production should reach 
or exceed the 650 tons per day. Mr. Hoffman’s attention was cailed to para- 
graph 3 (a), which requires him to report 20 days: before the month when pro- 
duction of new production will begin. This he proposes to do and his first report 
should be forthcoming about March 10. 

Although your next narrative report is not required for 90 days we propose 
to contact Mr. Hoffman about March 15 to learn if he had met the anticipated 
date for opening hole No. 3. Your office will be advised of our findings. We 
will also continue the narrative reports as requested. 

We trust the information in this report is what you had in mind, but if addi- 
tional information is required we will be glad to furnish it. 
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Tonnage for 1951—MacArthur Mining Co., Inc., Barter Springs, Kans., 
Feb. 18, 1952 























| Zine con- | Lead con- Total con- 
Rock tons | centrate | centrate centrate 
DO ONG isin sik 5 cities sctkcsinwnnahtanemebad 6, 230 | 155. 838 | 24. 185 180. 023 
a is aoe sscieiataadoe geniciadinets aaicemaadae 5, 151 99. 705 23. 140 122. 845 
DO = = ae nas . 265.5 fin ee eT 6,388 | 170. 885 31. 790 202. 675 
I cong oe ce wasae sitcas scien 7, 505 219. 725 | 26. 480 246. 205 
* eee i Sing gue. tae al 8, 360 260. 285 34. 105 | 294. 390 
UG Fad estvernivininanin niteadtnns aie ean 7, 021 204. 376 | 24. 140 228. 516 
Pe Pol ee ie eR FES ok eeeeees 6, 170 187. 271 | 20. 005 207. 276 
I iis cabana’ hana doweaaainamenaeae 7, 680 213. 298 | 20. 445 233. 743 
September. ___--__--- ee ee he Se 6, 968 189. 814 | 22. 185 211. 999 
Octotiee = =< -=<<5-- 2 ieee age eral 8, 050 192. 278 15. 890 208. 168 
DI hicks oda cnnctgh ieee eiaeibnian 6, 860 161. 095 17. 370 178. 465 
DRI iri iti begin nnn Oras ton ae 6, 392 151. 689 29. 425 181. 114 
Pots; Jour IE 5 se. rd ee 82,775 | 2, 206. 259 239.160 | 2, 495. 419 
SD TING iit ncnininticntnccectntncncentaaaae 8, 185 189.031 | 26. 695 | 215. 726 
February (Feb. 16) ___- ion hehe nck aati aie 4,812 109. 985 20. 540 130. 525 
Ne OE a sn ssianidishilelaall 12,997 | 299. 016 47. 235 | 346. 251 
Measures taken to increase production 

New equipment purchased : 
i ae se ass noo ecinilietpeip acta ergata eh emeiascaigiiae $7, 341. 21 
iO: DFO eh cca icsicd ohne a caebteeerage seats 4, 006. 05 
Dae Se I Ga aps er kei ge pala ged ee 2, 282. 07 
Pr tain witiee DOUG in no ocean ewes 1, 053. 09 
IE aco ncaa cancncnw in ele pan ec cl aarti ae 10, 562. 16 
TN sees cen eee SE apne enn einem 339. 05 
NSIT oan ab ashy ocala ees Radi peck sp ced bok peat aaa ae eam eee 110. 00 

Other improvements: 

BORE BRO BBCP rine acct ea nna Leda 2, 500. 00 
Development and opening new ground__-__------___-______-__- 4, 000. 00 
Development-crew putting in pump and working in drags_______~_ 3, 000. 00 
BORUNGINS INO, 2 DODBOE 36 xen cnc Spokes ie aera ae 1, 000. 00 
TOY asa winaconicn nt acs entation Gmail 36, 192. 63 


Exursit No. 13 


MACARTHUR MINING Co., INC., 
Baxter Springs, Kans., May 17, 1952. 
Mr. JoHN Forp, 
Defense Materials Procurement Ageney, 
General Services Building, Washington 25, D. C. 

DeAR Mr. Forp: The results we expected to obtain in the operation of our 
property have not gone as expected. This has been very disappointing as we 
have been unable to increase our production as planned. 

In the development of our present mine the recovery has been less than our 
engineers and the DMA engineers forecast. We expected a recovery of 3% 
percent, 0.35 percent lead. This has not worked out. Instead our recovery has 
been: 





Zinc Lead 
January --- ‘ ikhdonaphnimdaaeaks ad 2. 309 0. 326 
DED 6 So ccicna acsotwnccmdnpmndeSyleinnkoudaie<Aiubeikasatled tained 2. 540 . 378 
Warch . ‘aes signin seiie ia piachaekiaciaivedealaldodaaies 2. 163 . 257 
April__- nnidinins swan gin tirmnnitigne Sm behkiet wanna pipe aeamaael 2. 467 | . 02 


Tonnage for 4 months being 37.212 tons of ore, 842.664 tons zine concentrates, 
and 127.32 tons lead concentrates. 





a. bee 


a) he beet 22 bel n> 
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In mining, our headings have not extended toward our drilling on the southern 
part of the lease as expected, except in the last few weeks. In order to be safe 
8 or 4 drill holes should be put down to the ore level between our present heading 
and the drill holes on the southwest part of our lease. These drill holes show 
good ore and were the basis of our tonnage estimate. 

At the time the engineers made their estimates the headings we were working 
in showed the grade of ore indicated by the drill holes to the south and it was 
expected the ore would be continuous. It did not work this way and has caused 
a great deal of extra work and expense. 

We have been delayed in getting our No. 3 shaft started as we lost our pump 
when it was being installed. The casing parted and dropped to the bottom of 
the shaft costing us the loss of time plus one good peerless pump. We have 
located another pump and plan installing it and getting the ground dewatered 
within 10 days and start work and be in production the last of the month. 

These delays have all cost extra money and with the low recovery in our 
operations have caused us to run short of funds to keep and get the mines in 
full production. 

It would be very helpful if a further advance against production of $10,000, 
$5,000 to be used in opening up the No. 3 shaft and $5,000 to be used in drilling 
on our present operation could be made. 

We have had your Mr. Elmer H. Schwamb, chief, inspection division, GSA, 
Kansas City, Mo. through the ground and over the operation twice in the past 
few months and he was very well satisfied with the operation. 

It will be necessary for us to ask for an extension of 60 days before we start 
repaying our original advance. 

Thanking you for your consideration, I am, 

Sincerely, 
MacArtHuR MINING Co., 
J. W. HorrMan, President. 


ExnHisit No. 14 


MacArtTuur MINING Co., 
Baxter Springs, Kans., July 16, 1952. 

Examiner reached Joplin, Mo., Monday, June 23, 1952. 

Effort was made to contact Mr. J. W. Hoffman, president of the MacArthur 
Mining Co., but he was reported to be somewhere in the Baxter Springs area. 
The phone at the mine did not respond. Contact with mining people in Joplin 
later developed the information that the MacArthur Mining Co. had been taken 
over by the Beck Mining Co. 

Late in the afternoon Mr. Hoffman called at the hotel and confirmed that he 
and his associate stockholders of the MacArthur Mining Co. had assigned 100 
percent of the stock to the Beck Mining Co. He further stated that the fall in 
the price of zinc to 15 cents had eliminated the operating margin of the mine. 

The Beck Mining Co. has been operating custom mills in the district over a 
long period of years and is currently milling the ore from the MacArthur mine. 
In discussing the situation later with Mr. Beck he stated that assignment of 
the stock to his company was primarily for three reasons: 

1. To protect advances his company had made to the MacArthur Mining Co. 

2. To retain the Beck ore tonnage which constitutes the bulk of their custom 
business. 

3. To allay, if possible, action of some of the employees and local businessmen 
who were threatening legal procedure to throw the MacArthur Co. into receiver- 
ship by reason of worthless checks and overdue accounts. 

Mr. Hartley, president of the American National Bank of Baxter Springs, 
Kans., was contacted for further information. His bank holds a mortgage for 
$4,400 on certain equipment and other assets of the MacArthur Mining Co., which 
has been reduced, by payments, to $3,650. He indicated that the bank would 
move to foreclose if necessary to protect their interests, but would cooperate as 
fully as possible. 

During the week several irate creditors came to the Beck Mining Co. concern- 
ing their accounts. Mr. Beck explained the situation to them and asked their 
cooperation to keep the operation going, as that would be the only procedure 
which gave promise of liquidation of debts. 

Mr. Beck had planned to produce around 350 tons of ore daily from the south 
faces. In addition, he though it possible to carry on some mining to the north 








256 DEFENSE PRODUCTION ACT 


in the old workings where walls would be stripped where mineable, and some of 
the pillars would be pulled. With this additional tonnage, he thought the daily 
tonnage might reach 450, with expectation of making some profit. Without the 
MacArthur tonnage, his custom mill would not have sufficient ore to justify 
continued operation. 


OBSERVATIONS UNDERGROUND 


1. The ore faces being mined at the present time are on the southwest portion 
of the old workings and extend roughly east and west a distance of 300 feet. 

2. Ore faces are typically “sheet ground” with small sheets of mineral showing 
in cross section and pockets in the face. Much of the face showed little or no 
mineral. Galena was observed in lesser amount. Comment: Careful selection 
of position and size of pillars might increase the ore grade to some degree. 

3. The broken ore at the face on the day of inspection was only sufficient to 
keep the loader and trucks busy until 11:30 a. m. There appeared to be no 
logical explanation for this situation. It is possible that the unsettled condition 
during the prior several weeks had discouraged some of the miners and resulted 
in short crews. Normally in a mine of this size in the Tri-State, tonnage of 
broken ore ahead of loading would amount to several thousand tons. 

4. The roadway from the ore faces to the shaft is in good condition and trucks 
were moving with no lost time. Loading at the muck pile indicated reasonably 
good efficiency. 

5 The following pieces of equipment were observed underground: 

1 nearly new mechanical loader. 

1 Jumbo, 2 machines and steel. This piece of equipment was stated by the 
mine superintendent to have been constructed on the job. 

1 nearly new REO truck, actual 5-ton capacity. 

2 other trucks also hauling 5 tons per trip. 

1 triplex pump in operation. 

Pipelines, hose, steel, and miscellaneous equipment. 

At a point north, not far from the shaft where wall stripping was indicated, 
some older mining equipment was being used. 


Production record 1952 








| | Recovery 
1952 | Rock Zine | Lead | Total |——————— 

| | Zine Lead Total 

— _ _ ——— — — — | — | - —— | — 
Tons Tons Tons Tons 
Jauuary............ Z 8, 185 189.92 | 28. 43 218.35 } 2. 32 0.35 2. 67 
NR ii fas bint 9, 776 202.54 | 30. 45 232. 99 | 2.07 | .3l 2. 38 
BEE, 3c ronduntinetecte 10, 001 218, 81 27.44 | 246. 25 | 2.19 2d | 2. 46 
Bh oacangavcivgqnanxwoal 9, 366 214. 670 | 45.920 | 260. 590 | 2. 29 . 49 | 2.78 
eae : 8, 314 245. 160 | 44.955 | 290. 115 2. 95 | . 54 | 3.49 
TOU ncconarey 45,642 | 1,071,100 | 177.195 | 1,248. 295 | 2.35 .39 | 2.74 


| 


Note.—‘‘Recovery” refers to zinc and lead concentrate. 


ORE RESERVES AND GRADE 


In the report prepared by David Gallagher, USGS and L .T. McElvenny, USBM, 
under date of May 8, 1951, ore reserve estimates are shown as follows: 


Tons 
Ore (rock tons) pibdest Ae ee aida taht bd isdn actlbaebadbciel Dakin takin 181, 727 
Recoverable zine concentrates (G0-percent grade)_____________________ 5, 180 
Woceverane Mnhe meet. 2226... ek a Bi 3, 108 
Recoverabie lead comechthates. ... a a ee 1, 385 
Recoverable lead metal_________ hn cditcbtcbsnsthanlinch blcirecs deh ts Sua Rt att has die ahead dn dopcokd 1, 108 


The above corresponds to the following percent recoveries : 

Zine concentrate, 2.85; lead concentrate, 0.76; concentrate recovery for May, 
2.95 zinc; 0.54 lead; United States Bureau of Mines estimated same area, 2.8 
zine; 0.76 lead. 

The remaining ore block extends from the southwest end of the present work- 
ings in a direction almost due south for a distance of approximately 550 feet. 
Indicated width is outlined at 345 feet. The north face of this ore block is the 
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present south face of the mine workings. The height of the face over the 300+ 
ft. length will average 12 to 15 feet. 

The drill holes to the south which provide data for ore extension are approxi- 
mately 425 feet from the present faces being mined. Available drill data are 
shown below: 














. | ‘ —* Percent combined 
Hole No. Ore depth | Percent ZnS | ; Zn8SPb+- bs 
ie MN Oe a asin enteincasmaicreidien 8 OS ae eS ee eee | 
one... 405 to 415 feet ...._- ae: 
i oS 2p, See eee Pe ‘3 
ee | 380 to 41214 feet_..-.____- LOR ack 
Wa AE ns a ee ee : Dee cnet! | 2.23 to 4.46. 
WAGED Sco baal ee | 380 to 395 feet. __.-.....-- | Zn Shines GaP + 
7 5 | ow ae {2.8 percent Zn...........- 

WOT aso ~- <8 ~orecnee! 370 to 375 feet. .......--.-- \\4.17 percent ZnS_________- 

_ Re | ann ens = {8 percent Zn_-_---- 
V-57 ....----------------+--- | 375 to 380 feet .----------- |\11.92 percent ZnS_ 

| 


' 


Data for holes 6, 7, 8, and 9, Bureau of Mines drilling, secured from official 
drill records. That for holes V-—55, V-—56, and V-57 were secured from the large 
map accompanying this report which was made by the William M. Stewart Engi- 
neering Co. of Joplin, Mo., presumably from drill records. 

The report covering the drilling by the Bureau of Mines states that in some 
of the holes artesian water interfered to some extent in securing accurate test 
samples. The tendency under such conditions would be to show low results. 
It is unfortunate that there are no drill holes between the present mine faces 
on the south, and the string of east-west holes some 400 feet further south. 

The present grade tendency is toward a gradual improvement as mining 
progresses to the south. Prediction cannot be made that such tendency will 
continue, although that possibility does exist. 


TRI-STATE ESTIMATE 


The engineer for Beck Mining Co. shows ore estimates for the reserves (see 
large map) as follows: 

Rock tons 277,000. 

ZnS recovery at 3.16 percent=8,750 tons 0.60 percent cones. 

PbS recovery at 0.39 percent=1,080 tons 80 percent concs. 

This is considerably more than the estimate by the Bureau of Mines. It might 
however be more nearly the ultimate recovery figure, as some of the drilling 
to the south was done when the artesian water was strong. Under such condi- 
tions drilling results may be low. 


Values of zine concentrate under contract * with National Zinc Co., Inc., showing 
variation with market 


[Grade 60 percent] 


| Net per Pounds of | Net value 





Zine market price Freight 2 pound zine paid Value per = before 

| (cents) | for ton | CHATES royalty 
i | 1 - ! 3, ee 
15 cents per pound.__--_-_-_- 0. 3554 | 14. 6446 1, 050 $153. 768 $50. 73 | $103. 038 
16 cents per pound_____-.-__-- . 3554 15. 6446 1, 050 164. 268 52.73 | 111. 538 
17 cents per pound_.- . 3554 16. 6446 1, 050 174. 768 54.73 | 120. 038 
18 cents per pound._____.__.__} . 3554 | 17. 6446 1, 050 185. 268 56. 73 128. 538 
19 cents per pound______.____-} .3554 | 18.6446 1,050 | 195. 768 58.73 | 137. 038 
1946 cents per pound__--_--_-- | . 3554 | 19. 1446 1, 050 201. 018 59. 73 141, 288 


1 See enclosed copy of contract, No. 2 enclosure. 
2 Freight increase since contract was made. 
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Beck estimate of costs and income 


Basis: 
Tons ore mined and milled per day_-----------------..-_----. 350 
Tons ore mined and milled per month___----_--------__---_--- 9, 000 
Ore grade: 
Mill recovery zinc concentrate__.___._____._--_-_- percent__ 2. 35 
Mill recovery lead concentrate__...._-..-..--.-_--~~ ice 0. 35 
Costs: 
Weare, Ot SOs O6r Oe... ee oe oe eS ee $14, 812. 19 
ee a ee 2, 250. 00 
Milling ore at $1:00080 per t08..—.. > res 9, 000. 00 
Seta (acest O0e POG) occ ace on oetteeeeee seuss 26, 062. 19 
Income: Per 100 tons ore, zine at 15 cents: 
Zine * concestirete 305 6... eae 242. 139 
Lead* concentrate 0.55 at S202 00... ek css a ean 71. 032 
I i ict sistas cia es aia catty casa abla As i iianais eraei 313.171 
Fer 3,060 tons, Sine plus lene. 36 kn oe ee LA, 28, 185. 39 
moyaulty at 10 perceitt. .. st. ha et 2, 818. 54 
DIM eTONCe qn ce a ee eee. 25, 366. 85 


Loss per month 


1 Contract basis. 
2 Joplin price. 


et eee le SER ee A 695. 34 


Mr. Beck told the writer that he was going to contact the mine owners to ask 
a reduction in royalty rate to 24% percent. It is unlikely that any reduction will 
be made as the general attitude in the Tri-State District is to shut down a mine 
rather than reduce the standard rate. The point of view is that in due course 
the price of zine will justify the standard royalty rate. 

It is the writer’s opinion that with suitable management the ore tonnage can 
be increased to 400 tons or more per day. Such increase would make a worth- 
while decrease in the mining cost. 


Income variation with zine price change 
[9,000-ton basis} 


Zire concen-| Zing income | Lead income | Totalincome| Royalty 


Net income 





Zinc price, cents 








trate price | percent | per month 
SD 3111.538 | $23,590.28| $6,392.88! $29,983.16! $2,998.31 | $26, 984. 85 
ee ’ 120.038 | 25,388.03 6,392.88 |  31,780.91| 3,178.09; 28, 602.82 
_... panel 128. 538 27, 185. 78 6, 392. 88 33, 578. 66 | 3, 357. 86 | 30, 220. 80 
CANES 137.038 | 28,983.53} 6,392.88} 35,376.41} 3,537.64| 31,838.77 
"Sa eat 141.288 | 29,882.41} 6,392.88  36,275.29| 3,627.53 32,647.76 


' ' 





Estimated margins 


Estimated | Estimated 





Prat Estimated 
- . : Zine concen- | Income per : : 
Zinc price, cents ie~ od | cost per | margin per | margins per 
trate price | month | ‘inonth | snenth | Soak 
age ‘ ic nnel snes - aon feneeemenpeniecisinin 
i atiinticncassnaere ’ $111. 538 $26,984.85 | $26,062.19 $922. 66 $0. 1025 
i caeocsiincs dota Saitama inthcctasane 120. 038 28, 602. 82 26, 062. 19 2, 540. 63 . 2823 
A cieiadbdake hanstenetass | 128.538 | 30,220.80 | 26, 062. 19 4, 158. 61 - 4620 
i inisieh hatter el iinldadeattnialiian nindaiarngiind | 137. 038 | 31, 838.77 | 26, 062. 19 5, 776. 58 . 6418 
ME nahdnwcnc eee ad<o ake caol 141. 288 | 32, 647. 76 | 26, 062. 19 6, 585. 57 . 7317 
\ 





The above data are based on the contract with National Zine Co., Inc. (zinc con- 
centrate only) and present price of lead concentrate in Tri-State area. Wage 
increases would decrease the margins, but no data is presently available on labor 
contracts in the Tri-State area. 

It is obvious that based upon the assumptions made, and current metal prices, 
the MacArthur mine cannot operate at a profit. Should development to the south 
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develop higher grade ore, the picture would change in proportion to grade of 
recovery. 
JEAN McCALLuM, 
JULY 15, 1952. 


Exursit No. 15 
JULY 24, 1952. 
Director, Credit and Finance Division CF 
Director, Internal Audit Division CI 
Letter report on status of advance contract GS-OOP-(D)-12136, MacArthur 
Mining Co. 

Reference is made to the request contained in your memorandum of June 25, 
1952, that an auditor examine the records of the MacArthur Mining Co. for the 
purpose of reporting on the current financial condition of the company. 

An examination was made of the financial records and related data of the 
subject company for the period from December 1, 1951, to June 28, 1952, and the 
original of a letter report covering the examination is attached. The report rec- 
ommends that a determination be made as to possible personal liability of the 
officers of the MacArthur Mining Co. in the expenditure of funds advanced by 
the Government, and that consideration be given to entering into an operating 
agreement with the temporary operator of the properties, Beck Mining Co. 

A copy of the report, together with a copy of this memorandum has been 
furnished to the Director, Contract Negotiations Division, DMPA; Office of 
General Counsel, DMPA; Director, Defense Accounts Division; and Director, 
Compliance Division. 

Please advise us if there is anything further we can do to be of assistance. 


LETTER REPORT ON STATUS OF ADVANCE UNDER CONTRACT GS—OOF—(D)—12136 WITH 
MAC ARTHUR MINING CO., BAXTER SPRINGS, KANS. 


The Internal Audit Division has made an examination of the financial records 
and related data of the MacArthur Mining Co. for the period December 1, 
1951, to June 28, 1952. This examination was made for the purpose of determin- 
ing the current financial condition of the company and the disposition of an 
advance made by the Defense Materials Procurement Agency to the company 
in December 191. 


Corporate history 


The MacArthur Mining Co. is a corporation organized under the laws of the 
State of Kansas in 1942 for the purpose of engaging in mining and related opera- 
tions. The capital stock of the corporation was issued in the amount of $30,000 
in exchange for certain leaseholds held by J. W. Hoffman, present president of 
the corporation. Prior to June 20, 1952 the entire issued stock of the company 
was owned or controlled by the president of the corporation, J. W. Hoffman, and 
the vice president and secretary of the corporation, Ingraham D. Hook. 

On June 20, 1952, these corporate officers entered into an agreement with the 
Beck Mining Co., Miami, Okla., to take over the management of the mining 
operation then being conducted by the MacArthur Mining Co. Pursuant to this 
agreement all capital stock of the MacArthur Mining Co. was assigned to the 
Beck Mining Co. and officers of the Beck Mining Co. 

Due to a disagreement over the terms of the assignment, the officers of Mac- 
Arthur Mining Co. petitioned the District Court of the United States for the 
District of Kansas, for the appointment of a receiver in equity. On June 26, 
1952, the court appointed Mr. Carl V. Rice, Kansas City, Kans., as receiver for 
the MacArthur Mining Co. 

On July 8, 1952, the court approved an agreement between the receiver and the 
Beck Mining Co. for the temporary operation of the properties. 

The Beck Mining Co. has filed a motion for summary judgment to discharge 
the receiver and permit Beck Mining Co. to resume control over the properties 
in accordance with the agreement of assignment of capital stock dated June 
20, 1952. 

A hearing on the motion for summary judgment is set for July 22, 1952. 

The court has ordered a meeting of creditors of the MacArthur Mining Co. 
to be held at Fort Seott, Kans., on July 28, 1952. 
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Data on Government advance 


On December 4, 1951, the MacArthur Mining Co. entered into an agreement 
with the administration of Defense Materials Procurement Agency for the pro- 
duction of zinc-bearing ore. For the purposes of the contract this production was 
referred to as “new production ore” and defined as the ore in excess of an aver- 
age daily rate of production. Total production, within 6 months of agreement 
acceptance, was to be at the rate of 650 short tons of ore per day, including 
325 short tons of “new production ore.” 

To accomplish this new production the DMPA advanced an amount of $45,- 
000 at 4 percent interest, to the contractor to be expended in a manner prescribed 
by the terms of the agreement and as detailed by the Comptroller of GSA in a 
letter to the contractor dated December 5, 1951. All terms of the agreement and 
the Comptroller’s letter were accepted by the contractor. 

On December 6, 1951, the contractor executed an assignment of the mine leases 
to the General Services Administration to be effective until such time as the ad- 
vance and interest were repaid to the Government. 

On December 12, 1951, a promissory note was executed by J. W. Hoffman act- 
ing for the MacArthur Mining Co. in the amount of $45,000 payable to General 
Services Administration. 

Audit findings 


(1) The MacArthur Mining Co. is presently under the control of a receiver 
appointed by the United States District Court of Kansas. 

(2) The temporary operator of the properties for the receiver is the Beck 
Mining Co., of Miami, Okla. 

(3) A meeting of creditors has been ordered by the court on July 28, 1952, 
at 10 a. m. Fort Scott, Kans. 

(4) The MacArthur Mining Co. is entirely insolvent as of June 28, 1952. 

(5) The Government can expect no return on its advance to the MacArthur 
Mining Co. in the event the corporation is liquidated. 

(6) The temporary operator, Beck Mining Co., has proposed continued opera- 
tion of the properties, based principally upon the acceptance by DMPA of a 
tentative operating contract. 

(7) The MacArthur Mining Co. has violated the agreement of December 4, 
1951, in respect to the use of funds advanced by the Government. 

(8) The eventual payment of creditor claims can only be accomplished through 
continued operation of the mine properties. 

Further discussions of these findings are contained in succeeding sections of 
this report. 


Financial condition 


It is apparent from an examination of the balance sheets as at November 30, 
1951, and at June 28, 1952, that the company was insolvent on both dates. A 
summary comparison of the financial condition is as follows: 


| Nov. 30, 1950 | June 28, 1952 Change 

















Current assets._.....-.-..--- wri cialis deme aint Maine Reda | $6, 850. 09 | $4, 869. 51 ($1, 980. 58) 
ee re Se eae 9, 778. 65 | 9, 802, 24 23. 59 
ee ei SS nab a ncacucnuawadscidiese bebe } 115,243.79 | 116,040.69 796. 90 
POI oo cic sc cnnnascncocsahtnbanshenacdecdsaabaaal |e na sagregine | 31, 791. 87 31, 791. 87 
Total assets_._-- a | 131,872.53 | 162, 504. 31 30, 631. 78 
Ce IIR. citi cnc cssomecdigewtnntcte. saws | 72, 482. 62 | 71, 615. 11 (867. 51) 
Loan payable.__...-..---- icliciimsiwbapiciutcenaiiaammaaals cinema pti tagadiniaeiabatieaiia 45, 000. 00 45, 000. 00 
a REIS eh Oe od ie eae 30, 000. 00 30, 000. 00 | 0 
ee , ene omens ene ee aren 27, 591. 31 | 30, 887. 83 | 3, 296. 52 
I BI cee cn cncscathbaneneeee sneha bite Stemi piled 1, 798. 60 (14, 998. 63) 16, 797. 23 





NR bb mnnspanmainan ee Ee ee ey eee eee ee A 131, 872.53 | 162, 504. 31 | 30, 631. 78 
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An analysis of the change in position is summarized in the following statement 
of source and application of funds for the period : 


Funds provided by: 





a cmicensnasnsin ean nrviecaadesaneats $45, 000. 00 
es a ecg sas amiga oman 3, 296. 52 
re ee Pe a ores nnn meena meee 1,113. 07 

ST ca 49, 409. 59 

Funds applied to: 

ee a ose cpnenaccetcuayonneenieaiiecnptaiaks 16, T97. 23 
Purchase of new production facilities___._._._._.__.___.------____- 31, 791. 87 
Increase in fixed assets and deferred charges_________________- 820. 49 

CO ae I de Sis apices ch.ctras eceiees sonia evan anata seararaaas 49, 409. 59 


From this analysis it is evident that the funds were not wholly applied to the 
increase of production facilities but were used to finance the current deficit. 
Furthermore operations during this period did not meet the production goals of 
the agreement. 

Comments relating to the financial condition at June 28, 1953, as shown above 
are as follows: 


I I tl catidsarererre ccaretacer nts avai Sin bape siniach ees an emine $4, 869. 51 
This category consists of: 
One trenton 2h le a a ek ee $4, 726. 26 
Geel: tm ROU 6 od oe Bee els 45, 25 
Moceunhh reeeiveee...inseswa 8 eee a 98. 00 
OUR he ee a a eet ee 4, 869. 51 


The inventory is subject to advances by Beck Mining Co. of 
$3,072.75. Accounts receivable are subject to creditors’ counter- 
claim in the amount of $75. 


Deteebed Cates. 2 tS. ee a ie ea 9, 802. 24 
This amount is made up of: 
Utility. and: inveratiew Gepeelte. 20a os eo $2, 900. 00 
regi Teer a a a a ee ea eS 195. 72 
Beare Giire One. 55 ne a ee 3, 817. 14 
POTOreee TOG Cee es eine alkane 2, 889. 38 
PT ee oe eee ite ee 9, 802. 24 


The utilities and insurance deposits are subject to creditors’ 
counterclaims in amount of $1,054.90. The deferred suit and 
lease expense has no apparent value. 
ree a a ee ee es eee Le 116, 040. 69 


This amount consists of the following: 


GI iat bess. -3.o Dain ahcdelnih ade wlaeands ide.reee Cee 
Capitalized investment (less depletion of $70,734.66)... 52, 718. 85 
Building and equipment (less depreciation of $94,992)__ 33,321. 84 

Br a caleba hate eles ce ce i siitiretinde Dicdididltieeetneid- costal 116, 040. 69 


The assets representing these values have been pledged as 
security against notes payable of the corporation in the amount 
of $53,279.11. 


RCI TN Ns sti Siege cia aca ceca ish laa Aaa caip eaten ain 31, 791. 87 


This amount represents the purported capital expenditures of the 
contractor for new production facilities from funds advanced by 
DMPA. The amount is analyzed as follows: 


ixpemdittres: TOR CUUINURONEs <n tics tee incincnce $25, 644. 68 
eA OR is hhc ieee sacl taining 4, 232.18 
Expenditures for supplies, parts, ete__._._____-__-_________ 1, 915. 01 








TET secs sessciilahejniseaeiah tiinaaliintiTis tata sled dicts ncaa (Beat 31, 791. 87 
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The expenditures for equipment represent those amounts which 
can be traced to funds supplied by DMPA and are reasonably 
considered as addition to productive facilities. Because of com- 
mingling of funds, the other amounts cannot be determined as 
definitely applicable to new production facilities, and appear to 
include an indeterminate amount more properly classified as 
operating expense. 


ee) Git SeOOIOE GRINS. n cin adhd reine 162, 504. 31 


NNN: NN inns evil igi aaa Ml ac cnn ar 71, 615. 11 
This amount consists of the following claims: 
Preferred : 


a a $3, 837. 52 
SI ee 7, 010. 55 
re UR ia a he eh Je abel 10, 262. 89 
Fully secured: 
Deetes : OOgRMe. ons. ee th cei adits 8, 279. 11 
NINOS MIND icine ds ies casein aces eben ee aoa 3, 072. 73 
Partly secured: counterclaims____________ ire lv stat eee ae 1, 129. 90 
General mesure. sds nncececssensncesthes 38, 022. 41 
TOG cee cc emedincebennlesanenei ene 71, 615. 11 


In addition to the above, there is accrued interest of approxi- 
mately $2,000 on notes payable that is not recorded, and an 
indeterminate amount of receiver’s expenses that will rate as 
a preference claim against the assets of the corporation. Checks 
have been drawn and are outstanding in the amount of $3,837.52 
for preferred wages and $9,905.81 for general unsecured creditors. 


TD TRUONG aiid. mrs tastinn Sateen ate ein eemetie ade nes, 45, 000. 00 


This amount represents the principal only of the advance 
made by DMPA under agreement dated December 4, 1951. 


Advances Trem: BhOCKROGCNG 6 a sists tae ccc cms oe eee 30, 887. 83 


This amount represents advances made by the principal stock- 
holders to the corporation. The amount appears overstated as 
per the records detail by $2,694. 


Stockholders’ capital equity consists of: 


AR SU iii icc onesie elisetiacial eect ae $30, 000. 00 
Tees Gelcit Troms CPCCGLIOR A kiki rn 6p hie eg 14, 998. 63 
————— 15, 001. 37 
Total all recorded liabilities and capital__._._._c-.__._.__._-____. 162, 504. 31 


All of the above values, as recorded in the records of the company, are 
principally valued at cost. It cannot be precisely determined what realization 
could be expected from the listed assets in the event of forced liquidation of 
the corporation. It is, however, apparent that the principal book value is in 
the fixed mine property which would have no liquidation value to any other than 
a mine operator. Other than temporary operator of the mine, it is not evident 
that anyone is interested in acquiring the property. 

The preferred and fully secured creditors have claims totaling over $32,000. 
If these only are considered, it is doubtful that they could be paid in full in 
liquidation. Obviously the advance by the Government could not be paid from 
realized assets. 


Status of advance 


Under the terms of the agreement the contractor agreed to maintain separate 
books and records in connection with the Government advance of $45,000. It 
was further agreed that the funds advanced would not be commingled with 
those of the corporation. 

Upon receipt of the advance, the contractor deposited $10,000 in a special bank 
account and $35,000 in the corporate general bank account. As withdrawals were 
made from the special account, transfers of funds were made from the general 
account. Conversely as funds were needed in the general account funds were 
transferred from the special account. The disregard of the terms of the agree- 
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ment raises the question of the legality of the expenditure of some $20,000 of 
Government funds. It may be legally possible that the officers of the corporation 
may be held responsible and accountable for the money improperly expended. 
This is a matter of legal determination and is presented for consideration of 
the General Counsel, General Services Administration. 

For the period December 21, 1951, to June 28, 1952, the activity in the special 
bank account as shown by the records is as follows: 





UE caini.0,..ganinieectdh.c tg scidaia aaa a macoc-cda ead uaiaiaenenat at peiaetareinn $47, 100. 00 
A a ees etineestnetael 47, 340. 66 

TUE PI ih ache ici escapade aanengnipibienmaaaty nen nim 240. 66 
Leas checks outstanding June 26, .1962...................--...-......- 253. 52 

ee, Te eae crite iertieccte nce eens 12. 86 

The withdrawals of $47,340.66 are summarized as follows: 

Gunitalised.as rehaiiiitatien 52s cnc es .-~. GD, I OO 
"TERTATGE ‘Ce CORISI Ce nn | STIR isn. ss ei cei een nec annemes 20, 540. 06 
helena nia TUT ase Taig 5s Bi etna dn Dalihctg tatntionimm peat 500. 00 
IER RN as SS ie nthe ee ete 325. 00 
TR a iach iene criclntniencntinkeetipamninens 307. 86 
ROIS UIE CR, I iil otha hii ccteniineintnnneteioaes ae adke 23. C6 

CI a a i i at 47, 340. 66 


Deposits reflected an amount of $2,100 in excess of the funds provided by the 
Government loan. This excess is more than offset by the gross transfers out of 
$20,540.06. 


Conclusions and recommendations 


In the event of liquidation it is evident that the Government will realize 
little, if any, return on the advance of $45,000. 

As an alternate to liquidation the temporary operator of the properties, Beck 
Mining Co., has offered to operate the properties under certain terms and condi- 
tions. This offer is predicated on (1) a favorable decision on the motion for 
summary discharge of the received and resumption of control of the properties 
by Beck; (2) an agreement of the creditors to allow Beck sufficient time in which 
to liquidate the present obligations of the cororpation. 

Beck has further proposed the acceptance by General Services Administration 
of an operating contract containing provisions for the Government to, in effect, 
underwrite all production and defer payment of it in advance until such a time 
as all preferred creditors excepting Beck are paid. The proposal is much more 
favorable to the operator than that granted to the MacArthur Mining Co. under 
date of December 4, 1951, and is based principally on the insolvency of the Mac- 
Arthur Co. 

Beck has indicated that the proposed operating contract will be presented for 
consideration of proper GSA operating officials as soon as a decision is given 
on the motion for summary discharge of the receiver. Beck has further indi- 
cated his opinion that unless some such operating contract is entered into imme- 
diately, the creditors will force the liquidation of the MacArthur Mining Co. 
at the meeting called for July 28, 1952, at Fort Scott, Kans. 

In consideration of the foregoing facts and circumstances, it is our conclusion 
that the only probable chance of recovery by the Government of advanced funds 
is in the continued operation of the properties. 

It is therefore recommended that— 

(1) The General Counsel of General Services Administration determine 
whether any personal liability has been accrued against the officers of the 
MacArthur Mining Co. in the expenditure of advanced Government funds. 

(2) Proper personnel of the General Services Administration consider en- 
tering into an operating agreement with the Beck Mining Co. on terms and 
conditions mutually satisfactory to both contracting parties. 

Working papers and field notes in support of this examination are on file in 
the Mid-Continent Branch Office, Internal Audit Division, General Services Ad- 
ministration, Kansas City, Mo. 

Mip-CoNTINENT BRANCH, INTERNAL AuDIT DivISIoNn, 
GENERAL SERVICES ADMINISTRATION, 
JAMES J. BREEN, Acting Audit Manager. 
Released July 22, 1952. 
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PartTIV. W.M. & W. Mintne Co., INo. (I-18970) 


SUMMARY OF REPORT 


In June 1952, the Defense Materials Procurement Agency (DMPA) entered 
into a subsidy contract with the W. M. & W. Mining Co., Inc., Baxter Springs, 
Kans., for the annual production of 3,000 tons of zinc concentrates from the 
Brewsterland mine in Ottawa County, Okla. Under the agreement DMPA was 
to pay the contractor a premium price of $12.86 per ton of zine concentrates 
graded at 60 percent to compensate for an alleged hardship to the contractor due 
to the ceiling price imposed under the Defense Production Act of 1950. 

Howard I. Young was appointed Deputy Administrator of DMPA on September 
13, 1951, and while holding this position remained president of American Zinc, 
Lead & Smelting Co., Inc., the parent corporation of the American Zine Co. of 
Illinois. 

On December 15, 1950, prior to his appointment as Deputy Administrator, 
DMPA, Mr. Young signed a contract for the American Zine Co. to purchase all 
zine concentrates produced by W. M. & W. Mining Co., Inc., in the Tri-State 
District during the period December 15, 1950, to December 14, 1953. 

The total investment in W. M. & W. Mining Co., Inc., by the stockholders was 
$32,700, of which $22,500 was in stock and $10,200 demand notes. From January 
to September 1951 the American Zinc, Lead & Smelting Co. advanced $70,000 to 
W. M. & W. Mining Co., Inc. By January 1952, $36,000 of the advance had been 
repaid. 

During January 1952, Mr. W. J. Worley, president of W. M. & W. Mining Co., 
Inc., advised Mr. Young that Government aid would be necessary if production 
was to continue. Negotiations were started which resulting in the signing of a 
subsidiary contract on June 27, 1952, by the Administrator, DMPA, despite the 
uncertainty within DMPA as to justication for an over-the-market price contract 
of this type due to the improved condition in the zinc market. Memorandum in 
DMPA file dated January 31, 1952, to Mr. Young, advised that there was not a 
critical shortage of zinc, and on April 18, 1952, another memorandum to Mr. Tom 
Lyon, Director, Domestic Expansion Division, also stressed the improved con- 
dition of zine supply. 

The contract, which was made retroactive to February 1, 1952, was to extend 
through December 31, 1953. A total borrowing authority of $196,000 was author- 
ized. The amount was later reduced to $96,000 after a request by the contractor 
was granted to reduce the contract quantity. 

Subsidy payments of $18,064.90 were made to the W. M. & W. Mining Co., Inc., 
for the production of 1,473.25 tons of zine concentrates, all of which have been 
sold to Mr. Young’s company, American Zinc, Lead & Smelting Co. 

On August 5, 1952, Mr. John G. Ford, Director, Contract Negotiations Divi- 
sion, attempted to terminate the contract by Mr. Young delayed this action 
by saying that termination would be completed after the contractor received 
payment for vouchers covering February through June 1952 production. The 
contract was eventually terminated by the Administrator, Mr. Jess Larson, on 
November 18, 1952. 

The Defense Production Act of 1950 provided that if under generally fair 
and equitable ceiling prices there will result a decrease in supplies from high-cost 
sources, provisions may be made for subsidy payments. The zine concentrates 
subsidized under this contract were sold at prevailing market prices ($135 or 
lower), Which were lower than the contractor’s authorized ceiling price ($139) ; 
therefore, in this agreement it was market price and not ceiling price that 
would have caused a decrease in supplies. The General Accounting Office has 
asked the Emergency Procurement Service, GSA (successors to DMPA), to 
justify the subsidy payments. 

The American Zinc, Lead & Smelting Co. was directly interested in the profits 
of the W. M. & W. Mining Co., Inc., insofar as they affected the repayment of their 
advances and the continuance of the mine in operation so as to remain a source 
of supply of zine concentrates for American Zinc, Lead & Smelting Co. 

Mr. Howard I. Young, notwithstanding his affiliation with the American Zinc, 
Lead & Smelting Co., approved the subsidy contract and later impeded its 
termination. 


BASIS FOR INVESTIGATION 


The investigation was predicated upon information received indicating that 
the contract negotiations with W. M. & W. Mining Co., Inc., may have been 
affected by a possible conflict of interest. 
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SCOPE OF INVESTIGATION 


The records in the Materials Division (formerly the Defense Materials Pro- 
curement Agency), Emergency Procurement Service, General Services Admin- 
istration were examined and personnel interviewed to determine the negotia- 
tions, payments made, deliveries, termination, and other related matters per- 
taining to the contract. Also information was obtained from other agencies 
and persons, both in and out of Government, relating to this contract. 


RESULTS OF THE INVESTIGATION 


History of W. M. & W. Mining Co., Ine. 

The W. M. & W. Mining Co., Inc., was chartered in Oklahoma on March 29, 
1943, with an authorized capital of $25,000. 

During the period of this contract capital stock had been issued in equal 
amounts of $7,500 to three stockholders or their families as follows: 


Shares 
Wi dh  Wrowbey pereeiie soo | sit Bs se dh is te ert eth naib ees 75 
BA) Cy Bains: COR AA lias as sik hi hh ee ed ens 75 
Pic WE ee; ORR ee i atk es Sk mh a icin een 75 


These same stockholders also constituted the board of directors. 


The stockholders invested additional money in the company in January of 
1952 when they advanced $10,200 upon demand notes bearing 10 percent interest, 

According to Defense Materials Procurement Agency (DMPA) records, the 
W. M. & W. Mining Co. obtained the Brewsterland mine leases in 1950. Prior 
to this date, the property had not been operated since the expiration of Federal 
subsidies of World War II. The mining properties consisted of 416 acres located 
in Cherokee County, Kans., and Ottawa County in Oklahoma and is a part of the 
tristate district. Only that part of the properties located in Oklahoma was 
considered in the subsidy contract with the Government (exhibit 1). 

The company purchased a concentrating plant about 5 miles from the mine 
site and claims to have invested $120,000 of its own and privately borrowed 
capital in the entire operation. Production began in February 1951 and con- 
sisted of zinc and lead concentrates of about 6V0 and 80 percent metal content, 
respectively, with recoveries of approximately 3% percent of rock mined. 
Minor recoveries of cadmium were also realized as an accessory metal. All 
zine concentrates produced have been sold to the American Zinc, Lead & Smelting 
Co. (exhibit 2). 

In October 1952, Mr. Worley, the company official who was most active in 
securing the Government contract, sold his interest to Mr. Kenneth Tucker and 
Mr. Ralph Chambers for $7,000. At the present time Mr. Tucker is president 
and Mr. Chambers is treasurer of the W. M. & W. Mining Co., Inc. 

The company still leases over 600 acres of land even though the mine is not 
operating. 

Available information concerning the current financial condition is not com- 
plete, but indicates company assets of cash and United States Government bonds 
of over $10,000; leasehold improvements, subject to depreciation, of $20,000; 
accounts receivable of $500, and a capital stock of $25,000. 


Negotiation and execution of contract 


On January 11, 1952, Mr. W. J. Worley, president of W. M. & W. Mining Co., 
Inc., sent a letter to DMPA, in which he pointed out his company’s need for 
prompt financial assistance if zine production was to be continued by the corpo- 
ration. He also pointed out that an average operating loss of 15 cents per rock 
ton had been sustained during the period August 1, 1951, to December 31, 1951 
(exhibit 3). 

At the request of DMPA, Mr. Worley filed an application for a purchase con- 
tract on January 31, 1952. The application pointed out that eontract would 
require a special agreement by which all the concentrates produced by his 
company would be sold to American Zine Co. of Illinois until December 15, 1953 
(exhibit 4). About a month later the required form No. MF—100 was filed with 
DMPA which showed the history, linancial condition, experience of the company, 
and technical data of the ore body (exhibit 5). 

On the same date that Mr. Worley’s application was filed, January 31, 1952, 
Mr. Max Medley, Comptroller, GSA, notified Mr. Young in relation to other zine 
contracts that: “I also understand that the zine situation is such that there is 
no critical shortage of supply and, in fact the stockpile objective has been met” 
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(exhibit 6). Apparently Mr. Young was not responsive to the notification, as 
negotiations continued with W. M. & W. Mining Co., Inc.; and, in fact, an 
attempt was made to expedite them (exhibit 7). 

The Defense Minerals Exploration Administration (DMEA), United States 
Department of the Interior, was requested to investigate the information sub- 
mitted in Mr. Worley’s letter. 

The DMEA report of February 25, 1952 (exhibit 8), agreed with the con- 
tractor that the average operating cost per rock ton was $4.24 with a loss of 15 
cents per rock ton having been sustained by the company and contained the 
following recommendation: “The request in the application appears reasonable 
and recommending a standard DMPA purchase contract on an equitable basis 
with those approved for other operators in the tristate mining district, appears 
warranted.” The report was signed by Clinton C. Knox, Bureau of Mines 
engineer. No record could be found of a recommendation by DMEA that a 
subsidy contract be considered. 

Negotiations leading up to the signing of the contract were handled by Mr. 
Joseph I. Shankey (now deceased), negotiator for the Contract Negotiation 
Division, DMPA, who consulted with Mr. Robert S. Butler of the Domestic 
ixpansion Division, DMPA, when he encountered difficulty in securing operating 
costs from the company. Mr. Butler informed Mr. Shankey that this was a 
rush case and according to memorandums signed by Mr. Shankey (exhibit 9), 
Mr. Butler took over the file and decided to contact the contractor in order to 
get the cost data necessary to determine the amount of subsidy, if any, to 
which the W. M. & W. Mining Co., Inc., was entitled. 

Mr. Butler then prepared a memorandum dated April 18, 1952 (exhibit 10), 
to Tom Lyon, Director, Domestic Expansion Division, which bears the signature 
of G. E. Johnson, chief, Lead Zine Branch, in which he questioned the granting 
of over-the-market assistance with the following statement: “That is obviously 
a submarginal operation and there is the question in my mind whether, in view 
of the improving situation with respect to zine supply, the Lead Zinc Branch 
is justified in recommending over-the-market assistance for even the present 
production.” No record could be found of a response to this memorandum. 

Despite his reluctance in recommending over-the-market assistance as ex- 
pressed in the foregoing memorandum, Mr. Butler prepared another memoran- 
dum dated May 6, 1952 (exhibit 1), which was signed by Mr. G. E. Johnson and 
addressed to Mr. John G. Ford, director, Contract Negotiations Division, in 
which a recommendation was made that a contract be granted. In this memo- 
randum Mr. Butler pointed out that this was a marginal operation; that based 
upon the contractor's cost of production of $4.24 per rock ton a price of $150.17 
must be realized by the contractor to pay costs and return of the capital invest- 
ment without a profit; that assistance was necessary for continued production ; 
that the request for an over-the-market price contract was reasonable and neces- 
sary for maintaining production and recommended a contract be granted which 
would permit the return of capital invested with a sufficient margin to insure 
continued operation. Recommendation was also made to make the contract 
retroactive to February 1, 1952. No mention was made in this recommendation 
that the continued operation of this mine was in the best interest of the national 
defense. The Director, Domestic Expansion Division (Mr. Lyon), and the 
Deputy Administrator (Mr. Howard I. Young) approved these recommenda- 
tions. The General Counsel, DMPA, prepared a proposed contract which in- 
cluded the recommendations and provided subsidy payments to the contractor. 

On May 16, 1952 (exhibit 7), Mr. Shankey wrote a memorandum in the file 
in which he pointed out that the Zine Branch of the Domestic Expansion Divi- 
sion (DMPA) had exerted considerable pressure to expedite formalizing a con- 
tract for the company, and he could see no reason for the urgency, as the Zinc 
Branch had requested the contract to be retroactive to February 1, 1952. 

According to memorandum dated May 29, 1952 (exhibit 11), prepared by 
Mr. D. Saftlas for the Director, Credit and Finance Division, to the Deputy 
Comptroller, DMPA, the overall zine subsidy program was approved by DPA in 
certificate No. DMPA 65-11—-DPA-134, dated February 12, 1952, and amended 
February 19, 1952. In this memorandum a request was made to reserve $196,000 
in borrowing authority for expenditures under this contract. Later, July 1, 
1952, this amount was reduced to $96,000, after the contractor requested that the 
contract quantity be reduced from an annual production of 6,600 tons to 3,000 
tons of zine concentrates. DMPA’s original intention was to grant the contractor 
a subsidy of $196,000. 
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On June 3, 1952, the proposed contract, which had been prepared by Mr. Morris 
Levinson, Assistant General Counsel, and assigned contract No. GS—-OOP(D)- 
18006, was forwarded to W. M. & W. Mining Co. for signature and return. The 
contractor at this time requested that the contract quantity be changed from 
an annual production of 6,067 tons of zine concentrates to approximately 3,000 
tons—this in accordance with a telephone conversation with Mr. G. E. Johnson. 
When the contractor was notified that this change was satisfactory to the agency, 
the signed contract was returned to DMPA. 

The contract was signed by the Administrator on June 27, 1952, and on the 
same date a telegram was sent to the Deputy Administrator (Mr. Young) in 
St. Louis, reading (exhibit 12): “Fowler letter on lead sent special messenger 
this morning to Office of Defense Mobilization. W.M. & W. Mining Co. contract 
on Larson’s desk for signature.” 

Contract No. GS—-OOP(D)-18006 was signed by W. J. Worley, president, 
W. M. & W. Mining Co., Inc., and by Jess Larson, Administrator of DMPA. 
The contract substantially provided that (exhibit 13) : 

1. The contract was entered into under authority contained in the Defense 
Production Act of 1950, as amended, and Executive Order No. 10161. 

2. The contractor agreed to produce zine ore from the Brewsterland mine 
at an annual rate of 6,067 tons. The contractor was required to use such 
production in compliance with all applicable Government regulations or to 
dispose of production at the applicable ceiling price. (Letter of transmittal 
dated June 27, 1952, revised the 6,067 tons to 3,000 tons annually. ) 

38. The contractor was to be paid by the Government the difference between 
the negotiated price of $151.86 per ton produced from ore mined at the 
Brewsterland mine and the ceiling price established by the Office of Price 
Stabilization. 

4. The contractor estimated the future operating cost, after credit for 
accessory metals, as $151.86 per ton of zine concentrates. (The ceiling price 
later established by OPS for the contractor was $139 per ton.) 

The subsidies to be paid under this contract applied to 60 percent zine con- 
centrates produced during the period commencing February 1, 1952, to close of 
business, December 31, 1953, with the right to terminate by either party after 
60 days’ notice. If at any time the ceiling price were removed, the contract 
then would be terminated. 

Mr. A. L. Sherman, Deputy Director, Contract Negotiations Division, stated 
that this was the only zine subsidy contract entered into by the DMPA. 


Payments and termination of the contract 


Difficulty encountered in paying the contractor’s vouchers.—W. M. & W. Min- 
ing Co. submitted invoices covering production of zinc concentrates for the 
months February through May 1952. Difficulty was encountered in processing 
these vouchers as the contractor computed the subsidy based upon market prices 
of zinc concentrates instead of ceiling prices as required in the contract. After 
several letters and telephone calls between the contractor and employees of 
DMPA, a determination was made that a ceiling price had not been established 
for the contractor’s production and so W. M. & W. Mining Co., Inc., was requested 
to contact the Office of Price Stabilization (OPS) for an authorized ceiling price. 

During the difficulty encountered in processing the contractor’s invoices, an 
attempt was made by the Director of Contract Negotiation to have the contract 
terminated. In memorandum dated August 1, 1951 (exhibit 14), prepared by Mr. 
D. Saftlas for the Director, Financial Analysis, DMPA, recommendation was 
made to the Director, Contract Negotiations, that the contract be terminated for 
the following reasons: 

“Title III, section 3038 (c) of the Defense Production Act of 1950, as amended, 
no longer seems to apply in the case of subsidy payments made for high-cost zine 
production, inasmuch as the present ceiling price of such metal cannot be con- 
strued to cause a decrease in supplies. It is, therefore, recommended that con- 
tract No. GS—-OOP(D)-18006 with W. M. & W Mining Co., Inc., Miami, Okla., 
be terminated in accordance with 60-day termination clause contained in article 
VIII of the contract.” 

On August 6, 1952 (exhibit 15), Mr. John G. Ford reported to Deputy Adminis- 
trator Young the status of the contractor’s unpaid pouchers and indicated that 
OPS has determined that the necessary ceiling price had not been established 
for the contractor’s production and pointed out the steps to be taken to do so. 
The contractor was also notified. 
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The next day, August 7, 1952 (exhibit 16), a recommendation was made to 
Mr. Young by Mr. Ford that the contract be terminated for the following reasons: 
“(a) The present ceiling price for zinc cannot be construed as causing 
a decrease in the supply thereof. 
“(b) The base price used in the contract, $151.86, is wholly unrealistic. 
“(c) Unless this contract is terminated, it will be logical on the basic prin- 
ciple of uniformity of treatment for small business, to enter into similar 
contracts with other mines in the tristate area, a course which in our opinion 
is indefensible under present market conditions.” 

According to memorandum dated November 10, 1952 (exhibit 17), prepared 
by Mr. A. L. Sherman for Mr. Ford’s signature, the Deputy Administrator had 
advised on August 7, 1952, that the contract would be terminated as soon as pay- 
ment had been made to the contractor on vouchers for February through June 
1952. The delay in terminating the contract resulted in the contractor being 
paid an additional subsidy for production after 60 days from that date, which 
amounted to about $4,000. 

On August 20, 1952 (exhibit 18). Mr. Irvin Gumbel, Assistant Administrator, 
DMPA, wrote the following memorandum to the Administrator: “I think that 
you should know about this transaction which is being handled by Mr. John Ford 
and Mr. A. L. Sherman, and suggest that you discuss it with them * * *.” 
Neither Mr. Ford nor Mr. Sherman could recall having discussed the matter with 
Mr. Larson. 

By letter dated September 2, 1952 (exhibit 19), Mr. Young requested Mr. Worley 
to advise him by airmail or wire if payment had been received under the con- 
tract. He received a negative reply. Explanation could not be found as to why 
the information was sought from the contractor when the DMPA records should 
have been more readily available to Mr. Young. 

During the time the contractor’s invoices were being considered, pending the 
establishment of a ceiling price for its production, Mr. Young personally expedited 
the establishment of the ceiling price and by teletype dated September 3, 1952 (ex- 
hibit 20), notified Mr. Worley that he, Mr. Young, had been advised by Mr. Tighe 
Woods, Administrator of OPS, that ceiling price approval would clear his desk 
in a few days; and by letter dated September 5, 1952 (exhibit 21), Mr. Woods in- 
formed Mr. Young as follows: “In accordance with our telephone conversation, 
I am sending you a copy of order No. L-13 issued to the W. M. & M. Mining Co., 
Inc., Baxter Springs, Kans.” 

OPS advised the contractor by letter dated September 5, 1952 (exhibit 22), that 
the ceiling price for its production during the period on and after October 2, 
1951, was established at $139 per net ton of 60 percent zinc concentrates. This 
letter also indicated that the contractor had failed to comply with OPS regula- 
tions by not obtaining a ceiling price prior to selling the zine concentrates pro- 
duced under this contract. There was no indication that Mr. Woods’ office took 
further action in this case. On September 10, 1952, Mr. Ford requested that an 
audit be made of the company books to determine operating costs and to make a 
determination whether all production for which a subsidy was claimed originated 
in the Brewsterland mine. Mr. Johnston Russell, Director, Financial Analysis, 
DMPA, on September 12, 1952, also requested an audit of the company records 
and recommended against payment until the audit had been completed. The audit 
was made by the Internal Audit Division of GSA Comptroller’s Office. 

After completion of the audit, Mr. L. Brooks prepared a memorandum for 
Mr. Russell’s signature notifying the Director, Defense Accounts Division, on 
October 31, 1952 (exhibit 23), that the audit had been completed and that while 
the report was critical of the basis upon which the contract was execute; never- 
theless, it confirmed the propriety of the invoices for the months, February 1952 
to July 1952. Accordingly, a recommendation was made that the vouchers be 
paid. The memorandum also mentioned that action was being taken to ter- 
minate the contract. 

First subsidy payments made under the contract.—Following the above memo- 
randum, the first two subsidy payments under this contract were made on 
November 5 and 6, 1952. They totaled $13,362.13 and covered production for the 
months February 1952, through September 1952. 


Termination of the contract.—The audit report was sent to the Director, Con- 





tract Negotiations Division, from the Comptroller by memorandum dated Novem- 
ber 4, 1952 (exhibit 2), which reported that the contractor’s costs per ton of 
zine concentrates were lower after February 2, 1952, than the figures used in 
arriving at the negotiated contract cost (the calculation was based upon pro- 
duction prior to February 1952); also the auditors recommended the contract 
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be terminated because it was not in the best interest of the Government to con- 
tinue the subsidy payments for zine concentrates. 

Mr. Sherman prepared a memorandum dated November 10, 1952 (exhibit 17), 
for Mr. John G. Ford’s signature which advised Mr. Medley, the Comptroller, 
that Mr. Young, Deputy Administrator, stated August 7, 1952, that action on 
termination of the contract would be taken as soon as payment had been made 
to the contractor for February through June 1952 production, and on Novem- 
ber 4, 1952, the Deputy Administrator was notified that checks covering such 
payments were being forwarded to the contractor. 

Following this memorandum, action was taken to terminate the contract. 
The termination letter prepared on August 5, 1952, by Mr. M. C. Robinson, ne- 
gotiator, Contract Negotiations Division (exhibit 24), for Mr. Young’s signa- 
ture, was rewritten by Mr. J. Liebert, the executive assistant to the Deputy 
Administrator, on November 14, 1952 (exhibit 24), for the Administrator’s sig- 
nature. The file did not indicate the necessity for preparing the second letter 
from Mr. Larson’s signature, nor the reason for Mr. Young’s failure to sign the 
earlier draft of the letter. 

Mr. Liebert’s letter was signed by the Administrator on November 18, 1952, 
and termination became effective January 22, 1953. 

The contractor requested the notice of termination be reconsidered. Mr. 
Sherman prepared a letter for Mr. Larson’s signature in which the request was 
denied because there was no legitimate reason for continuing the subsidy pay- 
ments in that the subsidy was to provide the difference between the ceiling price 
for the product and the contractor’s production cost, plus a reasonable allow- 
ance for depletion, depreciation, and profit ; the contractor’s costs with allowances 
was established at $151.86 per ton on the basis of data furnished the agency by 
the contractor for production prior to February 2, 1952; actual operating costs 
reported by the W. M. & W. Mining Co., Inc., covering the period of the contract 
(since February 2, 1952), were found to average $120 per ton; the established 
ceiling price for the concentrates was $139 per ton, resulting in a subsidy of 
$12.86 per ton of 60 percent concentrates, whereas the operating costs, having 
averaged $120 per ton, were much lower than the ceiling price. Therefore, 
there was no legitimate reason for continuing the Government support of this 
production (exhibit 25). 

Several more letters were written requesting reconsideration of the cancel- 
lation, with the final denial being made by DMPA on February 5, 1953. The 
contractor did not dispute the $120 per ton average operating cost, but stated 
that at no time did the market price equal the operating cost, less allowances, and 
only the subsidy received by the company enabled them to continue operations. 

Legality of payments made under the contract —The W. M. & W. Mining Co., 
Inc., received subsidy payments, totaling $18,064.90, for 1,473.25 tons of zine con- 
centrates produced during the period February 1, 1952, through January 22, 
1953. These payments were made from November 11, 1952, through March 23, 
1953, even though there was some question within DMPA as to whether there was 
a legal basis for making them (exhibits 14 and 16). In respect to subsidy pay- 
ments, the Defense Production Act of 1950, provides: 

“Sec. 303. (c) If the President finds— 

“(1) That under generally fair and equitable ceiling prices for any raw 
or nonprocessed material, there will result a decrease in supplies from high 
costs sources of such material, and that the continuation of such supplies 
is necessary to carry out the objectives of the act [section 2061-2166 of this 
Appendix]; * * * 

“* * * he may make provisions for subsidy payments on any such domesti- 
cally produced material other than an agricultural commodity in such 
amounts and in such manner (including purchases of such material and its 
resale at a loss without regard to the limitations of existing law) and on 
such terms and conditions, as he determines to be necessary to insure that 
supplies from such high cost sources are continued, or that maximum produc- 
tion or supply in such area at stable prices of such materials is maintained, 
as the case may be.” 

Thus the subsidy program is contingent upon a finding that low ceiling prices 
result in a decrease in supplies. On January 22, 1952, the Administrator of 
DMPA, in proposing a zinc-subsidy program to DPA, found that the established 
ceiling price for zine would result in a decrease in supply from high-cost sources; 
and that the continuation of such supplies was necessary to carry out the 
objectives of the act. The Defense Production Administration approved this 
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program. On June 27, 1952, the Administrator of DMPA found that, because 
of high cost at the Brewsterland mine of W. M. & W. Mining Co., operations 
could not continue under ceiling prices established for zinc concentrates unless 
a subsidy was granted. Also, he found that the Government considered that the 
continuance of the maximum production of zinc ore from high-cost sources was in 
the best interest of national defense (exhibit 13). 

In the case of concentrates produced by the W. M. & W. Mining Co., Inc., 
the market price (the sales price), was always lower than the authorized ceil- 
ing price established by the OPS. In fact, the highest the market price for 60 
percent zinc concentrates had ever reached was during the 7 months’ period, No- 
vember 1951 through May 1952, when it was $135 per ton; whereas, the ceiling 
prices as established by OPS on September 5, 1952, and effective October 2, 1951, 
was $139 per ton; hence market price and not ceiling price would have been the 
governing factor in causing a decrease in the contractor’s production. 


Subsidized zine concentrates sold to the American Zinc, Lead & Smelting Co. 


According to the supporting documents attached to the invoices of the W. M. 
& W. Mining Co., Inc., all production on which subsidy payments were made 
had been sold to the American Zine, Lead & Smelting Co. at the going market 
price, which was always below the company OPS ceiling price. 


Interest of American Zinc, Lead & Smelting Co. in the W. M. & W. Mining Co., Inc. 


Contract between American Zinc, Lead & Smelting Co. and W. M. & W. Mining 
Co., Inc.—On December 15, 1950, Mr. W. J. Worley, president of W. M. & W. 
Mining Co., Inc., contracted with Mr. Howard I. Young, president of the Amer- 
ican Zine Co. of Illinois, a wholly owned subsidiary of the American Zinc, Lead 
& Smelting Co. of St. Louis, Mo., to sell all their tristate district production of 
zinc concentrates to American Zine (exhibit 26). Also, the agreement pro- 
vided: The life of the contract to extend from December 15, 1950, to December 
14, 1953; price was the market price in the Joplin or tristate district as quoted 
in the weekly publication, Metals and Minerals Market; if either party found 
that operation under this agreement became unprofitable, either could terminate 
the contract after conferring with the other; in the event either party resumed 
operations, the agreement became operative again; the seller had the right to 
negotiate with the Government to expand production, and to the extent of de- 
livery under such contract the seller was excused from delivering to the buyer ; 
however, both parties would negotiate in good faith to have the buyer convert 
such concentrates to metal required for delivery to the Government. 

This contract was signed 9 months prior to September 13, 1951, the date Mr. 
Young was appointed Deputy Administrator of DMPA. 

Seventy thousand dollars advanced to W. M. &€ W. Mining Co., Inc., by 
American Zinc, Lead & Smelting Co.—The American Zine, Lead & Smelting Co. 
advanced the W. M. & W. Mining Co., Inc., $70,000 during the period January to 
September 1951. Repayments were made at $5,000 per month from proceeds of 
concentrates shipped to American Zine. Available audit reports indicate that 
payments have not been made since January 1952; however, at that time the 
unpaid balance was approximately $34,000. 

The American Zinc, Lead & Smelting Co.’s investment in W. M. & W. (through 
advances) exceeded that of the stockholders. American Zine had a direct inter- 
est in the profits of the company insofar as they affected the repayment of the 
advances, and a further interest in W. M. & W. as a source of supply. 


Mr. Howard I. Young’s dual interest while Deputy Administrator of Defense 
Materials Procurement Agency (DMPA) 

Mr. Howard I. Young was president, director, and holder of a large block of 
stock in the American Zinc, Lead & Smelting Co. at the time he was appointed 
Deputy Administrator of DMPA on September 13, 1951. He remained in this 
position until his termination on May 14, 1953. The records of the Securities and 
Exchange Commission show that he received the following salaries, fees, commis- 
sions, bonuses and shared in profits of the American Zinc, Lead & Smelting Co. 
during his tenure with the Government: For year ending December 31, 1951, 
$79,358.10; December 31, 1952, $79,585.50; and December 31, 1953, $79.600. 


CONCLUSIONS 


The American Zinc, Lead & Smelting Co., the parent company of American Zine 
Company of Illinois, advanced the W. M. & W. Mining Co., Inc., $70,000 during 
the period January 1951 through September 1951 with a $34,000 unliquidated 
balance remaining in January 1952, the time negotiations began for a subsidy 
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contract from the Government. The total investment of the stockholders of the 
W. M. & W. Mining Co., Inc., was $32,700 and consisted of $22,500 invested in 
stocks and $10,200 as a loan supported by demand notes. This was less than 
half of the total investment of the American Zine. Lead & Smelting Co. in the 
corporation. Even though American Zine had received payment for more than 
half of their loan, the unliquidated balance was still greater than the total invest- 
ment of the stockholders at the time negotiations were started for the subsidy 
contract. The subsidy was granted so that W. M. & W. Mining Co. would be able 
to continue in operation. By the continued operation, under the subsidy, more 
time was provided for the liquidation of the $70,000 advance and at the same 
time American Zinc was provided an assured source of supply of zine concen- 
trates at a favorable market price. 

On September 15, 1951, Mr. Young became Deputy Administrator of DMPA 
and while serving in this capacity did not relinquish his affiliation with the 
American Zine, Lead & Smelting Co. In fact, during the years he was Deputy 
Administrator, September 1951 to May 1953, he received from the company an 
annual income of over $79,000 a year and over $238,000 for the 3 years. 

It is apparent that Mr. Young was directly interested in the American Zinc, 
Lead & Smelting Co. which had an investment in the W. M. & W. Mining Co., Inc. 
Various questions were raised in regard to the proposed contract, including 
the fact there was some doubt about the justification for an over-the-market 
subsidy price for the production of zine due to the improved zine supply. Mr. 
Young recommended the contract. When the contractor encountered difficulty 
in receiving payment on his invoices, Mr. Young took a personal interest in 
attempting to expedite them. Furthermore, when others in DMPA recommended 
that the contract be terminated, Mr. Young delayed the termination. 

Subsidy payments totaling $18,064.90 were made to the contractor with the 
authority quoted as the Defense Production Act of 1950, as amended, and 
Executive Order No. 10161, as amended. This subsidy was to provide the 
difference between the ceiling price for the product and the contractor’s produc- 
tion cost, plus a reasonable allowance for depletion, depreciation, and profit. 
The estimated costs with allowances were established at $151.86 per ton for zinc 
produced prior to effective date of the contract; actual operating costs for period 
of the contract were $120 per ton; while the established ceiling price was $139 
per ton. A comparison of the estimated costs, actual costs, and ceiling price 
raises the question whether the contract was justifiable under the statutory 
requirements. 


SXHIBITS 
Exnuisit No. 1 


May 6, 1952. 
John G. Ford, Director, Contract Negotiations Division. 
G. E. Johnson, Chief, Lead-Zine Branch. 
Recommendation of floor-price contract (zinc) 
DMPA-—2300 
W. M. & W. Mining Co., Miami, Okla. 


HISTORY OF APPLICATION 


June 15, 1950: MF-100 filed, Serial No. (M-S 1211). 
January 11, 1951: Letter, W. M. & W. Co. to Jim Douglas; production data and 
request for contract. 
January 31, 1952: Letter, W. M. & W. Co. to Tom Lyon. 
February 25, 1952: Memo: Field team, region VI, to operations committee, 
DMBA. 
DESCRIPTION OF PROJECT 


Applicant has had under lease since 1950 mining properties totaling 416 acres, 
located in the north part of the Picher field, Tri-State district, and has been 
engaged in the rehabilitation, dewatering, exploration and development of these 
mines since their acquisition. 

The scope of this work has been limited by the capital put in by the company 
which they inform us was $118,000 as of January 11, 1952. They advise us that 
they are now preparing to put in an additional $25,000. The company does not 
request a loan or advance. 

The property had not been operated since the expiration of Federal subsidies 
of World War II. W. M. & W. Co. has been operating one of these leased prop- 
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erties for more than a year. After 4 months of dewatering, repair, and con- 
struction, production on a small scale was begun in February 1951. 

The company bought and repaired a concentrating mill located about 5 miles 
from the mine. Mill has a capacity of 40 tons per hour. 

Mr. Worley, the president, reports production in 1951 as more than 3,000 tons 
of concentrates. The field team gives the production during the last 5 months of 
1951 as 33,884 tons of ore from which was recovered 1,070 tons of 60 percent zine 
concentrates and 74 tons f/f 80 percent lead concentrates, with a combined re- 
covery of 3.37 percent sulfides. 


REASON FOR APPLICATION 


Operations thus far have resulted in a direct operating cost of $4.24 per rock 
ton. This cost does not include a charge for amortization of capital investment or 
for administrative salaries. The average gross return was $4.09 per rock ton 
after royalty, resulting in an average direct operating loss of 15 cents per rock 
ton. It does not appear likely that the gross return can be increased or that the 
direct operating cost can be reduced; in fact, the operating cost will be increased 
by amortization and by administrative salaries which have not been paid for 
some months. In order to continue operations, an over-the-market price contract 
is now requested; 21 cents per pound for lead, 21.5 cents per pound for zine. 

Applicant explains the $29,580.27 profit shown in his statement of January 31, 
1952, as due to the higher than average grade of the ore extracted 6-7 months 
ago but which was cut off by a rock fall. Since then the value of the ore mined 
has been $4.09 per rock ton and this figure is used as the basis of the cost-revenue 
estimate which follows: 


COST-REVENUE ESTIMATE 


The applicant’s costs of production are given as follows: 


Mining: Per rock ton 
COG esti cian ede ae Se idk eee $1. 7936 
EARP OVOP RON oon dhe ee ee eee - 1820 

SECO IRE a ea Sth bthecinlvadladan duadh ean, alas Tae - 3224 
ewer: (Biettit) qn ee LES Use dee he » 1827 
Loading and hauling----.____--___-~_- sith taal hic dinentsb tbs lip peta a asi - 6878 
OIE sicsisscsen cine ester motets aisle biti ig ie aii acai tne te . 0203 

NI cian aatsincoun ce Comic ani iho hci eal ea eae eiaaaialainaed nia ea tiaccieh tenes 3. 1388 

Milling: 

Re ne RIO III cass sects siemens eats ce cba cape alibi deren ipa . 4505 
Supplies and Peepers 1a le eee. - 2264 
Power (ClOctrit) ..n<n0-ccneccsnnsw beeen - 11538 

SII cs nn sien ci acacia apni ea ea ene icl - 7922 

Trucking: 

I II i wctcseinichints Nicaea heel casa ees og De aimee ate ee . 3090 
BRP OCT GPCR TEI CT cs a ain ei oe enn get a 4, 2400 
Administration: Based on 16,000 rock tons per month___-_-_-______--_ . 2500 
Amortization, based on 500,000 rock tons: 
Present investineths ocd Fe cen $118, 000 
Projected investinentt..3..<..ccicctnnadn ren neh Sane 25, 000 
I cases tess cls Since lla ais aes 148,000 .2860 
Total direct and indirect production cost-__-__._--__------_.---~-- 4. 7760 


Using this cost as a basis, the price for zinc concentrates, and the correspond- 
ing metal price, which the applicant would have to receive in order to break even 
after royalty, administration expense and return of capital, is arrived at as 
follows: 

Based on mining 500,000 rock tons with an average grade of 3.17 percent recov- 
erable blende, 0.20 percent recoverable galena, from which will be produced 15,850 
tons of 60-percent zinc concentrates, 1,000 tons of 80-percent lead concentrates. 
At the present market price of 19 cents for lead, the price of lead concentrates 
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is $246.50 per ton and the net value to the applicant after paying royalty of 10 
percent is $246.50—$24.65=$221.85 per ton, or $221.850 net value of the 1,000 
tons to be produced. 

The cost of producing 15,850 tons of 60-percent zine concentrates is: 500,000 
tons of ore times $4.776 per ton= $2,388,000 less the revenue from the lead pro- 
duction or $2,388,000—$221,850=$2,166,150 or $136.67 per ton after paying 
royalty, or $136.67+-$13.50=$150.17 per ton before royalty. This is the price 
applicant must receive for a ton of 60-percent zine concentrates (selling his lead 
production at the present market price) in order to pay the cost of production 
and administration and to obtain the return of his captial investment with no 
profit. 

A price of $150.17 for 60-percent zine concentrates corresponds to a metal price 
of 21.017 cents (odd fractional prices, it is to be noted, are not customary in the 
industry). This price is derived from the present Tri-State concentrate price 
of $135 in effect when the metal price is 19.5 cents. The relation is $10 to 1 cent, 
that is, the concentrate price varies $10 for each 1 cent variation in the metal 
price. This relation is not constant for all metal prices but is applicable in the 
present price range. 


RECOM MENDATIONS 


1. This is a marginal operation and assistance is essential to continued pro- 
duction. A substantial sum has been invested by the applicant and, if assistance 
is given, he is prepared to put in additional funds. His request for an over-the- 
market price contract for zine is considered reasonable and necessary for main- 
taining production, and the lead-zine branch therefore recommends that a con- 
tract be granted that will permit return of capital invested with a sufficient 
margin to insure continued operation. 

2. It is further recommended that this contract be made retroactive to Febru- 
ary 1, 1952. 

Approved: 

Howarp I. Youne, 
Deputy Administrator. 
Tom Lyon, 

Director, Domestic Expansion Division. 








Assistant Deputy Administrator. 


Exursit No. 2 
NOVEMBER 4, 1952. 
Office Memorandum 
To: Director, Contract Negotiations Division, DMPA 
From: The Comptroller—CC 
Subject: Report on Special Audit, Contract No. GS-OOP(D)-18006, W. M. & W. 
Mining Co., Inc. 

One copy of the subject report is attached. The report covers an interim 
examination of the records of the W. M. & W. Mining Co., Inc., in connection 
with its production of zine concentrates from ore mined at its Brewsterland 
Mine, Ottawa County, Okla. 

You will note from the audit report that the contractor’s sales of concentrates 
from the Brewster-Oklahoma mine, which is under contract, were commingled 
with sales from other mines, Brewster-Kansas and Jackie-Kansas, which are not 
under contract. Further, while the contractor’s books are adequate to show 
costs for the mining operations as a whole, they do not provide for distribution 
of actual costs to the three locations except for mining costs which are shown 
separately as determined by analysis of invoices, payrolls, ete. Our auditor has 
distributed mining costs on the same basis as did the contractor and has dis- 
tributed milling, cadmium recovery, and other costs in the ratio that rock tons 
mined in each of the respective locations bears to total rock tons mined. The 
costs so allocated to each mine he has then distributed between zine and lead 
production in the ratio of sales value of zinc and lead ore concenerates pro- 
duced. We believe that this is a more reasonable method of allocating costs than 
that followed by the contractor. 

The audit report recommends either that the contract be canceled or that a 
new contract be executed. This recommendation is based principally on data 
presented in the report which compares the figures used in arriving at the 
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base price (developed from a 5-month period of past operations) with those de- 
veloped by the audit from actual operations during the period February 2, 1952, 
the effective date of the contract, to August 31, 1952. The cost per ton of zinc 
concentrates, as developed by the audit, is $144.74 per ton, as compared with 
the established base price of $151.86, a difference of $7.12 per ton. 

In this case, as in that of the Sam Knight contract (No. GS-OOP-—(D)-12230), 
it appears that it would have been in the best interests of the Government to 
have the contractor’s costs audited before negotiations were completed. 

Please advise the Director, Internal Audit Division, of the action taken on 
the recommendations continued in the report. 


LETTER REPORT ON W. M. & W. MINING CO., INC., BAXTER SPRINGS, KANS., 


Contract No. GS-OOP (D)-18006 


We have made an audit of the books and records of the W. M. & W. Mining 
Co., Inc., Baxter Springs, Kans., in connection with operations under contract 
No. GS-OOP(D)-18006 between the United States of America (Government) 
and the W. M. & W. Mining Co., Inc. (contractor). 

Our examination covers the period April 1, 1951, to August 31, 1952, and was 
directed primarily to the verification and/or development of operating costs of 
the entire mining property and more specifically to the relation of such costs to 
the contract operations. 

Attached to this report are the following exhibits: 


Exhibit 1—Statement of income and expense for the period April 1, 1951, to 
August 31, 1952. (Broken down by contract and precontract periods. ) 

Exhibit 2—Sales for the period January 1—August 31, 1952. (To show receipts 
by month from sales of concentrate to the smelter for zinc, lead, and cadmium. ) 

Exhibit 3—Analysis of royalty payments for the period February 1—August 31, 
1952. (Showing computation as per audit and as reported by contractor on 
monthly invoice.) 

Exhibit 4—Proration of total costs to mine locations for the period January 1- 
August 31, 1952. 

Exhibit 5—Proration of total costs to zinc and lead for the period January 1- 
August 31, 1952. (By mine location.) 

Exhibit 6—Operating costs per ton of ore mined. (For each calendar month in 
1952 by mine location and in total.) 

Exhibit 7—Operating costs per ton of concentrate produced. (For each calendar 
month in 1952 by mine location and in total.) 
These exhibits and the following narrative are submitted as our report of 

audit. 

CONTRACT DATA 


On June 27, 1952, a contract was entered into between the Government and 
the contractor to be effective for the period February 1, 1952, to December 31, 
1953. 

Under the terms of the agreement the contractor is to produce annually from 
its Brewsterland mine, located in Ottawa County, Okla., not less than 3,000 
tons or 60 percent zinc concentrate. 

In consideration of this production the Government agrees to make monthly 
subsidy payments to the contractor based on the difference between the contract 
base price ($151.86) and the price established for the contractor by the Office 
of Price Stabilization ($139) for 60 percent zinc concentrates multiplied by the 
number of tons of 60 percent zine concentrates as disclosed by weight and 
analysis certificates for such month. 

The contractor further agrees to keep full and accurate records in accordance 
with sound accounting practices as may be needed to allow operations under the 
contract and as required by the Government, and to promptly furnish such in- 
voices and reports to the Government as will adequately disclose operations un- 
der the contract. 


CORPORATE HISTORY 


Mining properties being operated by the contractor are on land leased from 
the owner (Frank Brewster, Sr., or Fern Brewster, his wife) for a 5-year period. 
Two leases are involved which include 416 acres of property located in Chero- 
kee County, Kans., and Ottawa County, Okla. Only the shaft located in Okla- 
homa, known as the Ruttig shaft, is considered covered by the terms of the 
contract between the Government and the contractor. 
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Production was begun at the Oklahoma shaft in February 1951 and has been 
continuous since that time except for a short period in July 1952, at which time 
operations were suspended because of a lack of water necessary for mill opera- 
tions. 

The other two shafts were operated for varying periods between January 1952 
and June 1952, at which later date all operations in both of these shafts were 
discontinued. 

Mining operations produce zinc and lead concentrates of approximately 
60 percent and 80 percent metal content in respective recoveries of approximately 
3 percent and % percent of rock mined. Minor recoveries of cadmium are also 
realized as accessory metal. 

For purposes of distinguishing between different mine shafts in the attached 
exhibits we have referred to that shaft under the contract as Brewster-Oklahoma, 
The other two shafts are referred to as Brewster-Kansas and Jackie-Kansas. 

Both Brewster shafts were operated entirely by the contractor. The Jackie 
shaft was mined under contract with a contract miner and the mined rock milled 
by the contractor. In return for the mining the contractor paid the contract 
miner one-half of the realized sales value of the concentrates produced less 
royalties. Under the contract the operation is referred to as a high-cost mine. 


CONTRACTOR'S SYSTEM OF ACCOUNTING 


The contractor maintains sufficient books and records to show operations for 
the entire mining operation. The books of accounts maintained consist of a 
general ledger, cash-receipts book, and cash-disbursements record. A produc- 
tion book of account is also maintained on a daily basis which shows by mine- 
shaft location the rock mined and concentrates produced therefrom. The con- 
tractor does not provide for any cost distribution to locations except for mining 
costs which are shown separately for each location as determined by analysis 
of invoices, payrolls, and other supporting documents to mining expense entries. 

Operations are conducted on a fiscal year basis from April 1 to March 31 of 
each year. We have selected the period April 1, 1951, to August 31, 1952, in 
order to derive a reasonable cost history for comparison with the contract base 
price and to show actual costs for the period of operation under the contract. 

Account balances for the period were extracted from the records and detailed 
verifications of costs for 3 selected months therein were made by the auditor 
to the evidential documents supporting the entries for the selected months. 


FINANCIAL CONDITIONS 
The contractor’s financial position at August 31, 1952, is summarized from the 
records as follows: 








aera ae BA i cette oe erties wceitniniemen sae $35, 659. 58 
Te (NE CIO aka han ee dibs eG da ean dei einen 82, 587. 75 
CRen EN oa ei a eee 983. 87 

ens NR ss iad en eae A denen cake 119, 231. 20 
Clee ~The ier iether nial bntietintiol 10, 937. 00 
Seren; Cio sak, hid ess resect eed 10, 200. 00 
ARV GCeE, Tees TT: Chia sss, Sis ne ks 5k ces 34, 000. 00 
Ape OOS Se See ee Sh dk i esp hel Stes 22, 500. 00 
SEINE 5, 825k ceatin DR ake ite gen ee oo ss 41, 594. 20 

Total Habliities smi cage... ere this sie ee 119, 231. 20 


The above summary does not include the amount due from the Government 
under the contract operations for the period February 1, 1952, to August 31, 
1952. This amount is estimated at approximately $11,000. 

Current assets are represented by cash of $38,000.02, receivables of $25.90, and 
utility deposits of $2,633.66. 

Fixed assets are the net book values as of March 31, 1952. The amount con- 
sists of assets at a recorded cash value of $120,643.28, less accumulated de- 
preciation to March 31, 1952, of $38,055.53. It is the contractor’s practice to 
record depreciation only at the fiscal year end closing. Depreciation is more 
fully discussed in a succeeding part of this report. 

The advances by stockholders are evidenced by 3 demand notes bearing 10 
percent interest. The advances were made in January 1952 and we were in- 
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formed by the corporation’s president (W. J. Worley) that interest would not 
be paid even though specified in the notes. No payments have been made on 
these notes. 

The advance by the American Smelting Co. represents the balance due on 
advances of $70,000 made during the period January to September 1951. Repay- 
ments were to be made at $5,000 per month from proceeds of concentrates shipped 
to the American Smelting Co. Payments have been made in the total amount of 
$36,000. No payments on these advances have been made since January 1952, at 
which time a payment of $2,000 was made. 

Capital stock was issued in equal amounts of $7,500 to 3 stockholders or their 
families, as follows: 


Shares 
W.- J: Worley, preeiient. ne ec eet ee niin 75 
Hi. ©.’ Madison, gemeral maRaget sso ee sie is ee 75 
PF.’ R: "Wikiams, secretary... 2. a he eee ei ica 75 


The above stockholders also constitute the board of directors of the corpora- 
tion. At the time of our examination we were informed that Mr. Worley was 
negotiating the sale of his stock to Mr. Ralph Chambers, Pincher, Okla., and Mr. 
O. Kenneth Tucker, Treece, Kans. 


OPERATING RESULTS 


Attached hereto as exhibit 1 is a statement of income and expense for the 
period April 1, 1951, to August 31, 1952. The statement includes all mining opera- 
tions of the contractor without segregation of operations between mine shafts and 
is as shown by the records. 

The contractor ships all concentrates produced to the American Smelting Co. 
for refining. There the concentrate is analyzed for mineral content and current 
sales price for each shipment computed. 

Proceeds from the sales are sent directly to the contractor’s bank at Baxter 
Springs, Kans., where the royalty of 12% percent is deducted and the balance 
credited to the account of the contractor. 

Royalties of 12144 percent are contained in the terms of the lease agreements 
executed between the contractor and the lessor, Frank Brewster, Sr., and Fern 
Brewster, his wife, Baxter Springs, Kans. The property has been in the present 
owner’s family for many years. There appears to be no interlocking interests 
between the contractor and the lessor. The leases are for a turn of 5 years to 
extend from October 27, 1950, to October 27, 1955. The leasing agreement also 
contains the provision for payment of royalties through the bank as explained 
in the preceding paragraph. These royalties amounting to $83,165.19 for the 
period under audit have been computed on the basis of sales of concentrate. It 
was also noted in the lease that the contractor agreed that any Government 
subsidy, bonus, or premium payment of whatsoever nature received by them 
from the sale of ores and concentrates produced and sold from said lands shall 
be included as moneys received and subject to the 1214 percent royalty, providing 
governmental rules and regulations permit payment thereof. 

Depreciation in the amount of $34,127.27 is shown for the period under audit. 
This amount covers estimated depreciation charges from April 1, 1951, to March 
31, 1952, only. It is based on the estimated useful life of the equipment over 
a period of time regardless of use. The average life of all equipment is estimated 
by the contractor at 3 years. We have made no adjustment to the exhibit in the 
figure shown, for the depreciation accumulated from April 1 to August 31, 1952. 

No salaries for officers have been included in the expenses since July 1951. 

It is obvious that the contractor’s treatment of depreciation charges results 
in distorted financial statements except at the fiscal year end. If proper depre- 
ciation charges were accumulated on a monthly basis, the profit shown for the 
period under audit would be converted to a loss. The operations have been 
progressively less profitable as the metals market for zine and lead concentrates 
has declined. 

DETERMINATIONS OF PRODUCTION COSTS 


As previously pointed out the contractor does not maintain formal costs records 
that will show the cost per ton of concentrates produced. In supplying monthly 
cost data on invoices for subsidy payments, the costs of zine concentrates sold 
during the month are compiled by the contractor as follows: 

Total mine costs shown by the records for the month are allocated to production 
of concentrates from the contract shaft on the basis of total concentrates pro- 
duced from all operations to those produced from the contract shaft. To these 
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figures the contractor adds an amount of 25 cents per ton of rock mined for 
depreciation. The total operating cost thus determined is then reduced by the 
amount of cadmium recovery realized during the month plus the recovery on 
the sale of the lead concentrates produced from the contract shaft at the average 
price realized from all lead ‘sales. The resulting balance is submitted as being 
the net cost of production on zine concentrates produced from the contract shaft. 

We do not believe this method of cost determination to be accurate or reason- 
able for the following reasons: 

(1) Allocation of costs to shafts in the ratio of tons of concentrate pro- 
duced does not recognize the wide variance in yields of concentrate of lead 
and zine as related to each other or to rock tons mined. 

(2) The proration of costs so allocated to lead and zine production within 
each shaft does not consider any profit or loss factor in the amount of costs 
allocated to lead and cadmium production. 

In compiling the cost per ton of ore mined and concentrates produced, shown 
in the attached exhibits 6 and 7, we have developed costs in the following 
manner : 

Royalties are computed at 1244 percent of the sales value of the concentrate 
produced during the month. The sales value per ton used in this computation is 
the average rate realized from sales of lead and zine during the month. 

Depreciation is computed at 21.1 cents per ton of rock mined based on a total 
cost of equipment of $105,000 spread over the estimated deposit of 500,000 rock 
tons. The original cost of equipment approximated $120,000 and is estimated by 
the contractor to have a residual value of $15,000, or a net depreciable amount of 
$105,000. 

Mining, milling, cadmium recovery, and other costs are as shown in total 
by the records for the months affected. 

In allocating these costs to mine locations we distributed mining cost directly 
on the basis of the contractor distribution to the mines incurring the costs. 
Royalties and depreciation were distributed respectively to each shaft on the 
basis of 12% percent of sales value of production and at 21.1 cents per ton 
of rock mined at each location. Milling, cadmium recovery, and other costs are 
allocated to mine shafts on the ratio of rock tons mined in each location to total 
rock tons mined. 

The total costs thus allocated were then distributed to zine and lead produc- 
tion at each shaft in the ratio of the sales value of the zine and lead ore con- 
centrates produced. 

A comparison of the costs developed by the audit and the contractor per ton of 
zine concentrate produced from the contract shaft is as follows: 


Per contrac- 
tor invoice 


Per contrac- 


- ‘ 
Per audit tor invoice 


Per audit 





| 
| | ansierne 
1952—January $122. 73 || 1952—June___.._.---. $103. 74 
February $131. 137. 42 | } Ree 146. 61 89. 38 
ee 33. 8: 136. 56 91. 
| 


| 
BAR co sic ciclocanes 
| 


| 111. 35 
BOOT ces . 76 | 109. 82 


Average.....- 120. 76 | 119, 26 


It will be noted that in only 1 month (July) has the actual cost of production 
exceeded the negotiated cost of $151.86 provided in the contract. The high cost 
in that month was occasioned by the shutdown of mill operations due to a lack 
of water for approximately one-half of the month. We consider this month to 
be abnormal and as such should be excluded from the computation of the overall 
average. A comparison without consideration of the above July results would 
then be $117.19 as per the contractor computation and $113.43 as per the audit, 
which is more nearly a normal cost per ton for the period. 


CONTRACT BASE PRICE 


It is our understanding that the base contract price was developed from cost 
data submitted by the contractor to the Lead-Zine Branch for the period August 
1, 1951, to December 31, 1951. In a letter dated May 6, 1952, from the Chief, 
Lead-Zine Branch, to the Director, Contract Negotiations Branch, this data is 
used to develop an eventual base price of $150.17 per ton for 60-percent zine con- 
centrates. The reason for the difference of $1.69 between the developed price 
of $150.17 and the contract price of $151.86 is not apparent. It is obvious that 
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the developed price is not representative of the actual cost experience during the 
contract period. This was noted before in comparing the contract price with 
both the actual costs per ton as reported by the contractor and the actual cost 
per ton as developed by the audit. 

The development of the contract price is inaccurate, because in the proration 
of costs it does not properly show the variance in production yields of zine and 
lead. Furthermore, the factors used in the development were taken from opera- 
tions during the period August 1 to December 31, 1951, and those factors are 
not representative of operations for the period April 1 to July 31, 1951, nor for 
the period January 1 to August 31, 1952. 

A comparison of the rock-ton cost used in developing the base price and as 
disclosed by audit is as follows: 





As used in | eae As used in : 
contract ans veeeee contract —_ — d 
price | a | price 
atic e ce ‘ligaments — \|-—_—— | 
NR i i $3. 1388 | $3.09 || Amortization... .._.._- $0. 2860 | $0. 211 
FEES . 7922 | -81 || ———|\—_—_—- 
Trucking ote . 3090 | 32 | Total produc- 
Administration....___| "2500 | 15 | tion cost....-- 4.7760 4.581 





Other factors used in developing the contract price are compared with our 
findings as follows: 


As used in As developed 











leontract price| by audit 
—- — — EE 

Average recovery: | Percent Percent 
NO dis tip cbpaonbansninndadiauseaabletde i dds seetaibeeee eel | 3.17 | 3. 2148 
I ca BTA cian cia sinsserendon ac eigetanwtaneincaeaes ama almanee: ocean aaa a lial .20 . 2213 
MEE oe ce cn cadans pugeicnnscee tos eeobente aaa iee iio ee eens 10. 00 12. 500 
————SSSS[ajaqeDm»y@>=>=|=—»o§—C=HhaaAE 
Groen oniiing pring of dead Dt BOM. aie ck ciinss th cccnesie nese cds $246. 50 | $228. 77 





From this we may compare the developments of the contract price with a 
similar development based on factors as shown in the records. 


As used in “ : 
contract | 4 ase ga 
price y 





| 
| 
BN 
8 
= 
8 
= 
5 


Cost to mine 500,000 tons of rock__-. 
Less lead production: 





Rie GORNG Dette inc oce -2 5 ci ccc opmate dead dst agenn eesti tee BEE GOO lntcentdtccnne 
1,110 tons at $202.17... -_- cmiliciaitn eee 224, 400 
NN tc cau - oi 5 wo tnamne thy nadie aaah debe aaah eieeidd 2, 166, 150 2, 066, 100 
Add royalty: 
15,850 tons at $13.50_- ‘ é< cqunccietiiicimammngdniens tei pallas tales Se 
vg ee ee ee ee ee eee eee |) ee ee ee 60, 380 


Cunt bo eeeGued Mine |. |S a ee ee 2, 380, 125 | 2, 326, 480 
| 


Based on these figures the cost per ton of zinc concentrate produced is $150.17 
as used in the contract price and $144.74 as developed by audit. 

It is apparent from the above that the base contract price does not represent 
the actual cost experience as shown by the records. 

We have pointed out the reasons that we do not believe the costs per ton of 
zine concentrate as developed for the base price or those computed by the con- 
tractor to be accurate. It is, therefore, our conclusion that the established base 
price of $151.86 is not justified by the findings of our examination. 

The invoices submitted by the contractor for the months of February to July 
1952, inclusive, have been audited. We noted two minor discrepancies totaling 
$4.81 in the invoices for April and May. These were due to error in computing 
subsidy percentages. The amount is nominal and relatively immaterial. The 
total amount of invoices submitted to July 31, 1952, is $9,093.44. 
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RECOM MENDATIONS 


The contract base price is equivalent to a metal price of 21.02 cents. The price 
of domestic zine is quoted at 12.5 cents, East St. Louis, at the date of this report. 
The lower zinc price is reported to be the result of increased supplies both here 
and abroad and continued offerings of foreign metal under United States prices. 

After consideration of this fact and the audit findings outlined above, we are 
of the opinion that the continuance of the subsidy contract is not in the best 
interests of the Government. 

We, therefore, recommend that this contract be terminated in accordance with 
the provisions of article VII therein. 

In the event there are conditions which make it desirable to continue zine pro- 
duction at the present contract location, we recommend that a new contract be 
executed that will give adequate consideration to actual costs of operation and 
to the present economic conditions in the zinc metal market. 

It is our final recommendation that the invoices submitted for payment under 
the terms of the contract for the months of February through July 1952, amount- 
ing to $9,093.44, be paid in full. 

Working papers and field notes in support of this examination are on file in the 
midcontinent branch office, internal audit division, General Services Admin- 
istration, Kansas City, Mo. 

MIDCONTINENT BRANCH, INTERNAL AUpIT DIVISION, 
GENERAL SERVICES ADMINISTRATION, 
By JAMES J. BREEN, Acting Audit Manager. 


Released: October 24, 1952. 


Statement of income and expense for the period Apr. 1, 1951, to Aug. 31, 1952 


| | 
For the period) For the period) For the period 
Apr. 1, 1951, | Jan. 1, 1952, | Apr. 1, 1951, 
to Dec. 31, | to Aug. 31, | to Aug. 31, 





1951 | 1952 1952 
Sales: 
Citebase cs ih ick hate elas $1,916.17 | $1,095.63} $3,011.80 
SII. s:scsasivghieps ibid saddccepleneniouen anh tee da ese adachameiaeas ane ee ee 313, 420. 76 | 167, 276 57 | 480, 677. 33 
} 181, 480.39 


Total sales... ........ Sos qwcocneresesescwees 405, 381. 19 259,788.33 | 665, 169. 52 


SR acca ectaccekdthaeownliicciieseteeneens | 90, 044. 26 91, 416. 13 











VNR CRs 1 io ics dc cccnin seated .22ssdnbilcckaes (8, 599. 70) | 121. 50 | (8, 478. 20) 
POE ONIN wc when dsbnucatedctcnadabusuceebudscneuenaee 396, 781.49 | 259, 909. 83 | 656, 691. 32 
Expenses: roe F od a 
I cs, cast oeiiliatieta rap abatinilndnth Sibi saan acieacieiaa adsl | 50, 691. 94 | 32, 473. 25 | 83, 165. 19 
MEE 5.5055 ic da acbetneendaees sadecintiiaentinideniitiaias 217, 823. 07 | 142, 264. 51 360, 087. 58 
BRT. 36550808 sae eS Soiccs -aeuaweagiaenaeels | 61, 841. 19 47,994.30 | 109,835. 49 
Ra Sk es iiss tht aiid tac wail 38, 700. 98 23, 143. 38 | 62, 844. 36 
SIRE Os atin cho cemaccees abtacces ane heibcanaaeenee 25, 595. 46 | 8, 531.81 | 34, 127. 27 
gE ee ee en ee | 395, 652.64 | 254, 407.25 | 50, 059. 89 
Net income for the period..............--...---------- | “1, 128. 85 5,502.58 | 6,631.43 
Ee ee ae a ee ee 1, 421. 762 | 53, 936 815 | 135,354. 577 
Concentrate produced (tons): | 7 ee ese 
Res <5 cob larbddiedabideaainindcckubwtithonn siete 2,601.536 | 1,403.608!  4,005.144 
Beeb eee Sea eee 5 She Ada ssandeensed 396. 720 | 370. 056 | 766. 776 
2 Re ee a ee ee ee, 2, 998. 256 | 1, 773. 664 4, 771. 920 


| ' 


1 Depreciation is on the books for the fiscal year Apr. 1, 1951 to Mar. 31, 1952. There is no depreciation 
charge reflected above after Mar. 31, 1952, as the depreciation is recorded at the end of the fiscal year only by 
the contractor. 
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Sales for the period Jan. 1, 1952, to Aug. 31, 1952 




















| | | 

, | Zine Lead Cadmium 
Total sales sales sales 
Baath 7 7 as ne eae | a. eae | WIAD 
IEE sa ce aati gata eeee Te ae ee $39, 824. 47 | $22, 186. 41 $17, 488. 50 $140. 56 
February | 25, 252. 98 16, 542. 85 8, 588. 24 121. 89 
March 4 eae | 36, 418. 37 28, 955. 49 7, 268. 76 194. 12 
April | 38, 136. 40 21, 731. 52 | 16, 179. 35 225. 53 
May | 49,438.66 | 29,912.38 19, 450. 60 75. 68 
June- ; | 20,346.68 | 20,184.40 |_.____- 162. 28 
eS a 22'744.65| 8124.59 | 14,453.49 166. 57 
August erees be poche doe : cS 27, 626.12 | 19, 638. 93 | 7, 987.19 

Total__.. Boa tere era fate 2 259, 788.33 | 167, 276.57 | 91, 416.13 1, 095. 63 

| | 





Note.—Due to the commingling of the concentrates sold, it is not possible to allocate the sales to the 
various mine shafts. 


Analysis of royalty payments, Feb. 1, 1952, to Aug. 31, 1952 




















} | Sales Royalty 
j Royalty | reported Royalty | as reported 
All sales at 12% | per con- at 1246 | per con- 
percent | tractor’s percent | tractor’s 
| invoices ! | invoices 
1952 | 
February-.__-- - ____-| $95,252.98 | $3, 156.61 | $23,176.03 | $2,897.00 $2, 897. 00 
March. _...- .----| 36, 418.37 4,552.27 | 28, 984.07 3, 623. 01 3, 623. 01 
April . -----| 38, 136. 40 4, 767.04 | 26, 238. 84 3, 279. 86 | 3, 279. 85 
MAS. ..2.. ..-----| 49, 438. 66 6,179.81 | 33, 026. 45 4, 128.31 | 4, 128. 30 
Picci ciews ni wicyin sss teaGeahaaierd D | 20, 346. 68 2, 543. 32 25, 751. 83 3, 218. 98 | 3, 206. 48 
DHE paket straits ache hie - oe ene ba ae | 22, 744. 65 2,843.08 | 12, 540.53 1, 567. 57 | 1, 567. 55 
RIE. gn ds. cca leocttnhacsual Sa eeee ae 3, 453. 26 | (2) enema 
it tikcandnnnensatciedins -------| 219, 963.86 | 27, 495.39 | 149,717.75 18, 714. 73 18, 702. 19 


| 


1 Includes zine and lead sales. Contractor deducts full sales prices of lead from total costs in his voucher 
thus removing the royalty paid on the sales of lead. 
2 Not available. 


Note.—Royalty payments cannot be allocated to the various mine shafts, as the sales are from comminglei 
concentrates. 


Proration of total costs to mine locations, Jan. 1, 1952, to Aug. 31, 1952 














Location | a ae i 

basis of dis- | Total costs | aoe Breweet, eee, 

tribution : — ' 
oon al ae Paes ak 
a ase eh caiman | (4) | $47,994.30 | $37, 934. 69 $1, 492. 62 $8, 566. 99 
Mining.......---- spd akchaptcnnwteiiahasadimieteartisttih (2) | 142, 264.51 | 112, 856. 63 10, 711. 51 18, 696. 37 
Ne seal pein (1) 23,143.38 | 18, 292. 53 719. 76 4, 131. 09 
Cadmium recovery--..-.---..--.---..---... 3) | (1,095. 63)| (865. 99) | (34. 07) (195. 57) 
eR cisimnteot Sia Is ate esi ctesip eee cila e cg enae a 212, 306. 56 168, 217. 86 12, 889. 82 31, 198. 88 
TON; . oc acacas at bedeesconetasacd | (3) | 11,380.69 8, 994. 85 354. 24 2,031. 60 
IN 56s wer mdcacnatannkcaindnas es (4) 30, 753. 80 24, 739. 93 500. 73 5, 513.14 
eit Seck rence ccsccaich eee | 254,441.05 | 201,952.64 | 13,744.79 | 38,743. 62 
Rock tons produced (tons) --.......-..---- soiotanass 53, 936. 815| 42, 629. 60 1, 678 85 9, 628. 365 
Rock tons produced (percentage) .....-..--|--.-.-------| 100. 00 | 79. 04 3.11 17. 85 
Concentrate produced (tons) iu ghetinalcwcaiuaceaic) tere” scueae 32. 413) 333. 105 
Cost per ton of rock produced___-.-------- Sa? _| $4. 72 $4. 74 | $8.19 $4. 02 
Cost per ton of concentrate produced __-_-_--|_- dates $143. 46 | $143. 42 | $424. 05 $116. 31 

| } 





Basis of distribution: 
1 In ratio of rock tons produced at each location to total rock tons produced. 
2 Direct to mine location from contractor distribution. 
3 At 21.1 cents per rock ton produced (see narrative). 
4 At 1246 percent of sales value of concentrate produced at each location computed at average price realized 
for each ton of concentrate sold during month. 


cutee ore eee 








Proration of total costs to zince and lead, Jan. 1, 1952 


DEFENSE PRODUCTION ACT 


281 


, to Aug. 31, 1952 





















} Brewster, Okla. 
Production; 5 _- 2 
basis of Production 
distribu- Total - 
tion ute 
: Zine, 63.6! | Lead, 36.39 
percent percent 
Milling bdew ee | ( $37, 934. 69 | $24, 130. 26 | $13, 804. 43 
Mining - - 2 (') 112, 856. 63 71, 788. 10 41, 068. 53 
yer es a i PA (*) 18, 292. 53 11, 635. 88 6, 656. 65 
Jadmium recove ry ‘a8 3) (865. 99 (550. 86) (315. 13) 
= preciation_ | (1) 8, 994. 85 5, 721. 62 3, 273. 23 
Royalty (?) 24, 739. 93 15, 737. 07 9, 002. 86 
TE aia 201, 952. 64 | 128,462.07 | 73, 490.57 
Concentrate pane d boven 
Zine are cal A 1, 077. 135 . 
QU taconckcsseusderuuaes AN pacts 331, 011 
Total a Sl le ian Siete | ‘ ; 1, 408. 146 
Cost per ton of concentrate swntiet . ‘ at : $143. 42 $119. 26 $222. 02 
= ———~ = 
Brewster, Kans. Jackie, Kans. 
| cent | ate —_ es 
Production Production 
Total | errs? Total ea Dienclilibciacachetteh 
costs | | costs 
| Zine, 63.54 | Lead, 36.46 | Zinc, 84.52 | Lead, 15.48 
| |} percent bf percent percent percent 
1 | | ——— ae Pa = ——o 
i ne: ee Re | $1,492.62 | $948.41 | $544.21 | $8,566.99 | $7,240.82 | $1,326.17 
Mining---.--.--..- -.----| 10,711.51 | 6,806.10 3,905.41 | 18,696.37 | 15,802.17 2, 894. 20 
Other kiontensdteekGnkig 719. 76 | 457. 34 | 262. 42 4, 131. 09 3, 401. 60 | 639. 49 
Cadmium recovery - siceinniecmaeieaed | (34. 07) (21. 65) (12. 42) (195. 57) | (165. 30) (30. 27) 
SaOnteOlD. 2. 5 25--3e 354. 24 | 225. 08 | 129.16 | 2,031.60} 1,717.11 314. 49 
Wiese... Bk bibicss. 500. 73 318. 16 182. 57 5, 513. 14 4, 650. 71 853. 43 
enum pee qu ati eansep ieee - = * 
} 
i a dala 13,7 7 44. 79 8, 7. 33. 44 5, oul. 35 38, 743. 62 32, 746, 11 5, 997. 51 
Concentrate produced (tons): | 
a ee eee Late ae. 166 3.22... 301. 275 a 
Te Ee RIESE NY ‘ 7. 215 31. 83 
esas atenaagiek tna aici E i pkg - 
Total____- seal See 1... Wes. Lae | 333.105 |_-.- . 
Cost per ton ‘of conce ntré ste. a $424. 05 $346. 59 | $694. 57 $116. 31 $108. 67 $138. 42 
| | 


! Distribution is based on the ratio of the average sales value of production of zinc and lead concentrates 
to total sales value of all production. 

2 Distribution is based on 1244 percent of average sales value of zinc 
in footnote 1 above. 


and lead concentrates as computed 


Operating costs per ton of ore mined, Jan. 1, 1952, to Aug. 31, 1952 











| Mine shaft location 
| All locations | ig 
| | Brewster, Brewster, Jackie, 
| Okla. Kans. Kans. 
} | 
= hatibcob-taibndphihnaie abe take Seibel. | $$) ——__— —______- 
wee te). 55 LO on Bes L $4.25 | $4. 22 $4. 49 
DeMeneeL 6. .5212.235 20,47 4. 795 | 4.84 | 4.45 
MONG... . 4. .<sc...4 eben Neca: < denis 5.19 | 5. 45 4. 30 
Se fanaa toe tae «aaa alae 4.67 | 4. 755 4.55 
May 4.97 | 4. 56 $13. 88 | 4.01 
June. ._-- sae BOS eis, ee 4.43 | 4.34 | 5.17 | 4. 06 
BE denvtscthixbulsitecasetdao ead «ne 6.24 | 6. 24 rl aad 
PR iis tem nace 3. 98 3. 98 
Period Jan 1, 1952-Aug. 31, 1952________- 4.72 | 4.74 8.19 | 4.02 
| 
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Operating costs per ton of concentrate produced, Jan. 1, 1952, to Aug. 31, 1952 





All locations Mine shaft location 


Brewster, Okla. 








Total Zine Lead 
Total Zine Lead 
oe 2a ss i cil siendeousna th onecnscsesidlapasicaiea 
| 

January 1952__- ss |} $142.18 $120. 83 $227. 45 $145. 63 $122. 73 $228. 82 
February - Sek 161. 29 132. 95 255. 37 168. 96 137. 42 256. 52 
March__ ‘ 146. 265 132. 77 224. 31 151. 96 136. 56 247. 23 
sod wien mw ccormies saline 153. 64 130. 92 209. 29 146. 13 111.35 198. 65 
sr cesta eau 154. 20 130. 83 203. 06 131.80 109. 82 166.15 
June__--- 5 lit ldlinen sa Seek 127. 30 99. 34 228. 96 134. 61 103. 74 221. 66 
a ee a 196. 41 189. 38 411. 35 196. 41 189. 38 411. 35 
PE. 2 écankssaens ; , 101. 01 91.09 182. 34 101. 01 91. 09 182. 34 

Period Jan. 1, 1952- 
Aug. 31, 1952__- | 143. 455 | 123. 095 220. 68 143. 42 119. 26 222. 02 











Mine shaft location 

















Brewster, Kans. | Jackie, Kans. 
oe aera 7 
| Total Zine Lead Total Zine | Lead 
“Sievert Pa ear 
I TIED os eosin cannons = eee be SS ae $116. 56 $108. 45 $202. 17 
February - Pe eee i eakine bs deeeeeeee Cee ea ee 117. 19 113. 25 211. 46 
March__ eat | Je) Onis Bone. 125. 595 120. 13 217. 58 
April. _- z : | = etapa te cise 166. 04 152. 80 272. 68 
I ad sds inbcopdianse’s ealeobicasanauiel $1, 379. 535 $1, 174. 48 $1, 776. 93 126. 895 117.95 178. 42 
June soc cinte ad negrinaiss oad 213. 37 175. 66 375. 22 57. 11 53. 43 114. 32 
July AE Heisei ae __| ape SSCs. =~. 3p Rees ei datcdobeieneaiegiethessaseeeued 
PRs. 6 ncixtidt atdthinwindaaslbeeteee +s a -|-- Picnandeuniaal cali sosoimcelctaiateieteita aaa eaiihes | coed epigfacienaghitiieaneg eh keegan 
Period, Jan. 1, 1952- 
Awe: Bh, BOGE. ncccunenn 424. 05 346. 59 694. 57 116. 31 108. 61 115. 42 
1 ' 








APRIL 14, 1955. 
Office memorandum. 
To: Associate Chief of Investigations, General Accounting Office, Office of 
Investigations. 
From: IC—Kansas City. 
Subject: GSA Audit Report on W. M. & W. Mining Co., Inc., dated October 
24, 1952. 
File No.: I-18970. 

In accordance with your request dated April 8, 1955, the work papers of the 
GSA audit report on Contract No. GS-OOP(D)-18006 between DMPA and the 
W. M. & W. Mining Co., Inc., Baxter Springs, Kans., has been examined. 

The work papers or the rough draft of the report did not specifically clarify 
the first question raised as to the name of the company that made the advance; 
however, by inference the references in the report to American Smelting Co. 
should have correctly been the American Zinc, Lead & Smelting Co. 

1. On page 4, paragraph 5 of the report, the company making the advance 
was not further identified in the work papers. The second sentence of the same 
paragraph states, “* * * to the proceeds of concentrates shipped to the American 
Smelting Co.” The file contained photostatic copies of shipping documents 
showing that W. M. & W. Mining Co. shipped concentrates to the American 
Zine Company of Illinois. These documents were marked paid by a stamp 
‘arrying the name, “American Z. L. & S. Co. Metal & Ore Dept.” The file 
contained other photostatie copies of statements from the American Zinc, Lead 
& Smelting Co., 200 Court House Building, Joplin, Mo., which reflected the 
amount of concentrates purchased, its value, etc., and apparently accompanied 
the remittance for the purchase. 

The answer to your second question is covered in the above answer. 

Mr. O. G. Hutington, Audit Manager, Mid-Continent Branch, Audit Division, 
GSA, Kansas City Mo., the successor to James J. Breen, deceased, said that the 
American Zinc, Lead & Smelting Co. owns several subsidiary companies; he 
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does not know of any company called, “American Smelting Co.” and that he 
is certain that all references made to, “American Smelting Co.” in the report 
should have been to American Zinc, Lead & Smelting Co. 

Mr. Alex Liebenson, auditor for the report in question, was in agreement 
with his superior that the report should have shown the name of the company 
as, “American Zinc, Lead & Smelting Co.”; however, he could not specifically 
verify his statement from his work papers. ¢ 

All penciled references in the work papers to the company name in question 
showed it to be, “American Zine.” These was no evidence to indicate the auditor 
desired to conceal the true identity of the company. 

I was personally acquainted with Mr. Breen. I feel safe in saying that the 
name of the company was an honest error as he was in many ways like his 
successor, a very conscientious and sincere fellow. 

D. L. MELVIN. 


JANUARY 11, 1952. 
Mr. Jim DOUGLAS, 
Domestic Expansion Division, Defense Minerals Procurement Agency, 
Washington, D. C. 

Dear Mr. DovuGctas: Please refer to the attached statement showing data per- 
tinent to our mining and milling operations during the past 5 months. 

We have operated this mine for approximately 1 year. We secured this 
lease late in 1950. The property had not been operated since the expiration 
of Federal subsidies of World War II. We put approximately $120,000 of our 
own and privately borrowed capital into equipping the mine for large scale 
production and in the purchase and repair of a concentrating plant with a 
capacity of 40 tons of rock per hour. This mill is located 5 miles from the mine 
and rock is trucked from the mine to the mill for milling. We bought this 
mill because that was the cheapest, quickest, and the only way to bring the mine 
into production. 

Our production was commenced in February 1951 after 4 months of dewater- 
ing, repair, and construction. We employed from 50 to 65 men in the mine and 
mill during 1951; at present the number is down to 30 men. We produced over 
3,000 tons of concentrates in 1951. This product is all of excellent grade, 
both zinc and lead. 

Costs as shown do not include any charge for depreciation and none for de- 
pletion. We have suspended all officer and managerial salaries during recent 
months. The three officers participate in the management. 

We need material assistance and that promptly if we are to continue opera- 
tions and the production of these metals. We have these facilities for this 
production already established. It would take from 12 to 18 months to dupli- 
cate this plant and equipment and same would cost far more now than the 
figure with which we were able to place the mine and mill in operation. Fur- 
thermore there are no places known to the writer where this amount of produc- 
tion could be initiated. 

We can continue to produce these metals at the present and probably increased 
rate if we can secure help so that we may earn our fixed charges and a reasonable 
operating revenue. We have the personnel and equipment. We have 416 acres 
under lease, all of which is located in proven areas. However much of our 
reserves are of low metal content and our present financial condition does not 
permit planned expansion. 

We request that you review these facts, inspect the physical property if 
practicable, and advise us promptly if you can help us. 

Very truly yours, 
W. M. & W. MINING Co., 
By W. J. Worry, President and General Manager. 
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Production and operations data, Aug. 1, 1951, to Dec. 31, 1951 


, oe a en eo a ee ee. SE aes 














Concentrate | Com- | k ke ite 
Rock | tons produced | bined re- | — — mam ton 
Month tons |_ ale. _| covery | oft “ | Fo wl Sa 
mined percent- wale z : ili g 
| Zine | Lead | age royalty mung | Profit Loss 
December................-- 7,582} 203 20 2.94| $3.87} $4.40 0. 53 
November_____- 6,540 | 247 2} 381} 4.62 4.19 | 0.43 
October - _ _- 5, 675 | 213 14 4.00 | 4.99 4. 00 .99 
GI So. .az+b clean 4, 878 146 10 | 3.19 | 3. 97 4. 57 : 60 
Bai a saad cernbaiine aes 9, 209 261 28 | 3.14 | 3. 43 4.13 .70 
Me Reiccaixet racked 33, 884 | 1,070 . Se eae sa 
Average._______- in 3. 37 | 4. 09 4. 24 
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type of assistance 
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INSTRUCTIONS 


Applications should be filed with Defense Minerale Admia- 
istration, Department of the ae ae Cc. 
Sebmit four (4) copies of the application together with four 
* (4) copies of Genera} Technical Data Porm MP-100. tf the 
Jatter form has deen filed previously with an application for — 
Goverment assistanée, it is not necessary to Bite it again. 
However, the applicant should indipate in spaces 


able. Name and adress of applicant should be typed or 
stamped on cach sheat of une applicetivn and 2i) accompanying 
porere, When a question is inapplicable, trie shouiri be 20 
wtated wm the form. Additional aheets many be attached in 
answering any quectiona ur in additionai »nforme- 
thos, 1 ¥OU CANNOT ANSWER A QUESTION, 80 


provided STATE. Hf & question jp ecewered elawhere in the apptica- 
ee aheve the Lyne OF savistanse proviocsty applied for (loan, pro- ion, indjeate whute answeeni. it is not neceussry t© answer 
surement contract, ete.) amd DMA Docket Number, if avail- & again, : 





2. QUALATY OR GRADE: 
iow eanplate analysis wr inline epuillianlisas hak wettih ath wiih, Gide es Wetleadl Stedkpite epecitentic 


es Nieb Grace. 60% gine concentrates suitable for meking Prime =sstern. 
rade of a at nee 
Lead concentrates ars ¢ high grade,tvoe of tron | and average close 
to-B0% metal, 


wenn Aen es Agenn Tika etnies Seba ob eee va waaenn tb snten a pebns > cabeiansUamtenadrnd sonsohn de> s sos bape weaew aanernaivanavinnioren eer o> 
% * 


2 TREM OF CONTRACT: 
State period (number of manthe or years} for which contract is desired, 


OL ie! Hi aa a om 


S. PRICK: 


State price per unit | ie vids oa ead 


_Eewivatent oF 21i¢ per. pound Slab Blab zine ~ Zine _ 


perinanverses Exhibit No Af 
“Equivalent of 2i¢ per ae pig lead ~ leat ee ge 


Sheet _/ of / 


67178—55—-—19 
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4 DELIVERY: 
a? Givy place of dgtivery ond ncareat rallmad shipping point. 
Pee Be Prisco -Beater Springs, Kensase...... 


{b} Give expacted rate of delivery, per year, month, ete. 


Present rate «200 tong gine eoncertratea-20. tone lead concentrates... 
We expect to increase this rate caterisliy . 


§. SPRCIAL CONDITIONS: 
Describe eny special conditions alfmting your operations er that are required by you Ina coptract. 


Three your Ore Purchase égreememt signed.with Arerican Zinc.Co_.... 
of Titinoiea on December 15, 2940 for ell cur concentrates, 


— aa ita; Investment thet will be made for obtaining such expanded prodgction 
ané ot meme ot fade Puentyerive te e ieey thorgand deliars of addi ticnal 
investaent ts estimated during the next yaar, these funds tc de 
ebtoined from @irninrg, ve anticipare thet this tnvestnone wis. be 
Retogeary Uf we cont ire te operete, 

CERTIFICATION 


i its behalf, Rerchy enrtify that the information 
The undersigned company, and the official executing this certification on ite 
eidatae thie farm and accompanying papers x6 correct amd complete to the beat of their knowledge and belief. 


w, ¥, 2. Mining Company, ine. me 
es Fae Uw We + os ROE Wis erat Macekns +) sapwomavens ven Stones 
: ne  eme of suanimmag) (tie We satherveed ei6einss 


‘Sanwary 31, 1,52 President “General cnoger 
4 e oe tiant ES e6avoe.seo> eebree: weasvrnneones. wwainde - eRNeswre sys «swe (asia 


‘Titie 18, L A Code (Orimes), section 1001, makes it a criminal affense to meke a willfutty fstee ulatement or representation 
© any ¢eperiment or agency of the United States a9 to any matter within Re jurisdiction, 


 & SerEReKET HORTINS pPPrOR = i ORRED“E 


AINZOY INFHSUNIOU 
SUVIUGLVR ISNIIZO 


WeHdes 2 1 8 
O3A13934 


Exursit No. 5 


W. M. & W. MiNtNé@ Co., Inc., 
Baxter Springs, Kans. 
Re DMPA-2300: Lead, Zine. 


> 


Mr. Tom Lyon, 
Director, Defense Materials Procurement Agency, 
Domestic Expansion Division, Washington, D. C. 
Dear Sin: We wish to thank you for your letter of the 27th. 
The Form MF-100 was not filled out and forwarded with our MF-100 106 due to 
a misunderstanding on our part. Wehad previously filed a MF-100 under date of 


Juue 15 last for the purpose of registration and to secure priority assistance in 
the purchase of supplies. 


yen nen 
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We have completed the MF—100 using current information where changes had 
developed and using our financial statement as of January 31, 1952. It should be 
mentioned in connection with this balance sheet that no officers salaries have been 
drawn for a period of 6 months. The heavy obligations and low 
revenue mace this necessary. 

Trusting that this information will enable you to expedite the final approval 
of our application and thanking you for your consideration, We are, 

Very truly yours, 


yperating 


W. M. 
By W. J. 


& W. MINING Co., INc 
Wor.Ley, President. 


dorm Mi-)ea Rr Fora arrowed, 
(Mey 1983) he Budget Hurceu So, ¢2- Rises. 


5S. DEPARTMENT OF THE INTc._ 
DEFENSE MINERALS ADMINISTRATION 
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‘NOT TO BH FILIRD IN AY ArecistanT 
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Docket Xo, ered? ft —~ 3) ZSo 


j 
t Dele WE 6 ccc a 


GENERAL TECHNICAL DATA 
YOR USE UNDER THE 
DEFENSE PRODUCTION ACT OF 1950 











wee 


t 4 
Mavaug i aipeny, Lois, 


* * . 


iG< tas ’ MSE 
Mere ond 
atacvas af 
A ad opel ont 
them ..... MEREN. i ded... 
INSTRUCTIONS 


This form is to be Aled with Defense Minerale Adminia- 
tration, Department of the Interior, Washington 26, DP. C. 
Tt shout be aceumpanted by appropriate application form 
when a ajweifie type of Government assistance is requested, 
in the furns of (1) loan, (2) purchase contract, {3) Gov- 
ernment guarantee of 9 private loan, 14} priovities or allo 
cation of mining equipment, and maintenance, repair and 
operating supplies, and (6) other forme of Government 


(4) signed copice of the form and accompanying papers. 
Name and adtreas shoul. be stawned or syped on etch shee, 
pf this form and wl} uccumpanying papers. When o question 
ig inapplicable i¢ should be so stated wm the form. Add 
tional sheets may be siteched in anawering any 

or in supplying sdditioual information, (17 ¥OU CAN- 
NOT ANSWER A QUESTION, SO STATS.) Ef « quee- 
tian ia snawered elsewhere indie. ic where answered Fh iz 


awuistance that inight ariac under the Aet. Submit four nat necco#ary te answer it again. 
GENERAL TECHNICAL DATA 


Supply the failowing information on separate sheets, arranged, numbered, and lettered us indicated: 
1. Materiats produced: 
fa} What are the chief mine, mill, or ameiter products? 
 {b} What are the hyproducta, if any? 
mete) and typeta) of mine(s}, mill(s eee Se 
. onera pe ap Sk Soe atennel , - 
{a} Linear feet of shafts, 
{>> Linenr feet of drifts and creascuts, 
{¢) Linear feet of tunnels or adits. 
{2} Linear foct of other mine openings (explain brleffy), 
Indicate whether mine {a flooded or not. Deseribe any pomping problema. Give ave or productive capacity. 
&. Por euch operation tisved above supply the following: 
(a) Distance and divection from nesreat town and shipping point, 
(b} Mining district, 
fe} Township, Section, Range. 
fd) County, State, 
4 {0} State whether or not property ls now in eperation, and if tn operation, by whom operated. 
(} a 


}, quarry (ies), drilling oparation{s). Include olf 
: 


ner, 
(3 Leasee. 
£3} Contractor. 
$. Number of years in production 200.0... 0. ~~ 60, er ieee 
* $f not in production or operation, eatimated cute when production wilt begin... 0... 
= Dare he ming evr basie experince a (a hs apa ant) be pres ox prmns whe manta he 


cawareate een enennetee 


4, Ristory: 
(a) Si o taken, se Sata onesies fess cet arene et 


( ‘Sests WOU) Gao eren batoes tal pectentien of olaetilg sl saaitetied 


Soeeaaeeied plarats bh abet i "oeing rool ica sa 
de) Furnish Siam een a me Simvedlgstons 
i menansy Yo 


tess thea 


snp 











ISS DEFENSE PRODUCTION ACT 


‘4§. Natres and addveases of Officers, Directors, or Partnera, and in addition therets, the five inrgest alockholders if applicant ts a 
ferporntion. 


COIR AEA ALE OLIN THEE B 


Tine Ane Aareeng 
. 


ess <i cote satnnenas stants 


eos SOR ORAS RN Fe Re ee gh pnee emnienvinn te Be iki ocimwinnt Mi 


SN RO See Oe tom oe cena beat a 


+ MOO ghee 2 oe 





Tf more thes-are needed cee monn don 
% Capital Stock Issnees 





i 
iene | seamen | Qurweasmnen rave |e see | eee ae 
Be a iene ene amen 
| | 
Cent Oe swap aisha: ak Rigaiian int GE ccseccctennsaantid Wsnen:senesacgtieciest Wiscnetimaniinmnaniens Leer enaesionneranesien sax Eornenatnswast een snatinh 
| 
rietervaheled ee ee Oe ee 
*indivate perind rawerad, 


o, Pyntvetinn: 


Sopetpaeecoo eather Te 
i i | 


089 | vRRAGe 

ts. 

trent i Peover Tota. Fora. ‘Ruras, Montane 
ss apiece aM Di Dk ek OO ae 








. thuastay of product mined or quarried (Short, tong, | 
marteie tensy barrels; pounda; ete.} >... 


oe 


menstre tnd type of process}... ..... Wiscicenicaac cork, 


on vntgnetibn nth se ho tac an an nsys receaponmbateednernteiee- on Leite eenensshagube es 


# 


; 
tquantity of product prveeaed iapectfy wait al | 


Quantity and grade of peodert a6 or : ee 


tapeeiy writs of measures. 


iecggiage aneateasnierNeriebiies 49 steesweeg hue Ned wonchamn cs tommoneries nomsen anes 
RAR anna nn ae ART nen ea ao 


it. De you contemplate # change in the present average mionthiy rate of production? If so, state estimated maximum monthly 
production and basis of change. s é 
i2, Sree: Mineral Reserves: 
ta}. Deseribe the ore or roinaggt deposit briefly. Accompany the sn arotntlon ds available report on the geolnxy and 


ote reserves, + 


W. M. & W. MINING Co 


BAXTER SPRINGS, KANS. 
1. Materials produced: 
(a) Chief products of mill: 80 percent lead, 60 percent zinc sulfide 
concentrate. 
(b) Byproducts: Wasaed chat. 
2. Name of mine: Brewsterland (lease comprises 416 acres). Type of mine: 
underground. 
(a) Linear feet of shafts: Mine workings are of 200-foot level. Several 
shafts exist. 
(b-c-d) No accurate figure is available but workings have been extended 
over a wide area and are extensive. 
The mine is not now flooded, however some water remains in lower areas. 
Pumping operations of the last 12 months have removed water from present 
mined areas. 
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Two shafts on the lease are now operated. Approximate production at present 
time: 5,000 to 6,000 tons rock per month, yielding about 150 tons zine con- 
centrates and 40 tons of lead concentrates. 


3. (a) Mill situated 2 miles from Baxter Springs and 1 mile from railroad 
spur. 

(b) Mine situated in the Hockerville vicinity of the tri-State district. 

(c) Mine in sections 14 and 15 of township 29, north, range 28 east. One 
hundred and twenty acres included in lease in Baxter Springs area. 

(ad) Mine in Ottawa County, Okla. Mill in Cherokee County, Kans. 

4. (a) Property now in operation by W. M. & W. Mining Co. 

(b) Lessee. 

5. This mine has been producing under our operation since March 1, 1951. 
Previously it had been mined for many years by a number of operators but had 
been idle since in 1947. 

6. (a-b) Experience of applicant and operators: The personnel of the com- 
pany include a registered mining engineer, a mine superintendent with years of 
successful experience in the tri-State field. The general manager has a record 
of successful mining and business experience and management over a period of 
25 years. 

7. (a) It is impossible to give accurate production figures on this property. 
It has been mined for many years by a number of operators, was at one time a 
very rich mine, lies in a well-mineralized area. It was operated during the 
1920’s, later was reopened in 1937 and operated continuously for a period of 10 
years. There are extensive underground drifts and tunnels. Market conditions 
after World War II forced suspension of operations. 

(b) Adjacent properties include the Indiana, Cropp, Texas, Sante Fe, Dodson, 
and Hocker leases to the south and east. The Beck, Scott, and Mary Ann mines 
to the west with no mines to the north for several miles. 

(c) This is one of the most extensively drilled leases in the field. We have 
on file copies of drill logs of over 700 holes drilled in this lease. There has been 
no attempt to measure accurately the present value of reserves but examina- 
tions of exposed faces of the mine by the management made before beginning 
development work in December of 1950 revealed vast quantities of mineable 
rock. The ore is of good milling character and is free of impurities. Zine con- 
centrates averaging approximately 60 percent metal and lead approximately 
80 percent metal—standard for tri-State product. 

Sand 9. Balance sheet attached as of January 31, 1952. 

10. Production : 





ee | | 
| 
Present 


| i ; 
" 1948 | 1949 | 1950 | average, 
Kind of product | total | total | total | monthly 
| (tons) 








a. SG a eee sscees| CROBBOUNUAL2.Ut. 2... | None | None None 6, 000 
UG EE ee eae clea oles tnteec liable ud Gia conc None | None | None 6, 000 
3. Quantity and grade of product sold_.| 60 percent zine concen- None | None | None 150 
trates. | 
| 80 percent lead concen- | None | None | None 40 
trates, 






11. We contemplate an increase in this tonnage. Our mill is being operated 
on a 1-shift, 8-hour-day basis at present. Maximum milling capacity on a 24- 
hour basis would probably be from 16,000 to 20,000 tons of rock per month. We 
plan to increase tonnages as soon as practicable. 

12. Balance sheet as of January 31, 1952: See 8 and 9. 

13. Mill is located 1 mile from railroad spur where all concentrates produced 
by us are loaded on cars for shipment. Location of mill is 2 miles from Baxter 
Springs, Kans., a town of 4,500. Mine is located 5 miles from mill; connecting 
roads are of improved hard surface and graded earth, providing all-weather 
transportation for truck haulage of mine rock to mill for milling. 

14. Water supply for mining is abundant, nonacid, from the underground levels 
now being mined. Mill water is pumped from a nearby stream in to the millpond 
and has always been adequate for all demands. 

15. Power: Electric power for both mining and milling operations is purchased 
from local utility company. Present rate of use is approximately 120,000 kilo- 
watt-hours per month. Rates per kilowatt-hour are standard power rates on 
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file by the company for public inspection and applicable to all mines in this 
district. This power source is sufficient to meet any present demands or any 
possible future expansion of demands. 

16. Labor: Millmen employed at present: 7. Underground miners, including 
machinemen, maintenance men, shop mechanics, power loader operators, truck 
drivers, and helpers: 20. 

17. Equipment and facilities: 

Mill: Large 30-inch Rogers crusher, 3 sets of rolls, 1-51 inch, 2-36 inch, for 
grinding chats, 2 steel and 1 wood jigs, complete flotation plant and tables. 
Complete Joplin-type mill for handling tri-State-type ores by gravity separation. 

Mill does excellent job of separation and produced an excellent product. Pres- 
ent plant was thoroughly overhauled; repairs and equipment added to enlarge 
capacity before mining and milling operations were begun in late February 1951. 
This work was done with an approximate expenditure of $45,000. 

Mine: An old hopper on the shaft first operated was repaired, a derrick built 
thereon and equipped with machinery for hoisting. The shaft was then repaired 
and dewatering operations begun. Water and air lines were extended through- 
out the underground drifts where mining was planned. Compressors and ma- 
chinery were installed above ground. An underground hopper was built for 
intermediate storage incidental to hoisting. Trucks for rock haulage and a high- 
lift loader for loading rock were placed underground. <A 3-drum slusher hoist 
with drag, 2 jumbo drill machines, numerous rock drills, and all other machinery 
and tools incidental to a large mining operation have been placed in operation. 

This rehabilitation and development work has involved an expenditure of 
approximately $60,000 besides the transfer of substantial values in equipment 
previously owned by the company. The entire installation, mine, mill, rehabili- 
tation work has been carefully planned and conducted to place the property in 
sound operating condition for a number of years. 

18. None. 


ITEMS 8 AND 9—STATEMENT AS OF JAN. 31, 1952, W. M. & W. MintNnG Co. 


Balance sheet, Jan. 31, 1952 


ASSETS 
Cash in Sanks and Troceivanies:.nlsincenctedidvinddast dicated nate $29, 538. 83 
Utility and insurance Gepenite ..— oe cndssi- See hadnstasacsiacteed 3, 096. 86 
PRORIONG CII nisi ii screened gape eg acceler 417.18 
Equipment: Mining, hauling, milling plant, total equip- 
ment BOG MAN orca aseana $119, 606. 03 
Less reserve for depreciation as of Mar. 31, 1951*___--_ 3, 923. 16 
115, 682. 87 
RUN I a Bsc scccssissis sissy atacand is Cog al alae 148, 735. 74 


LIABILITIES 


Reserves for taxes: Payroll, withholding, income_________-_______ $6, 332. 49 
I I ass cisitg i casaleepnschintihlh wc tedavaaigiatn hl cae iliac co cae eosin 44, 446. 61 
I IO iio asks Sisk cscs eden ahd ead singe 10, 200. 00 
SA I ini sig 3 So ee ee eesetiter de eeisenneanrts 615. 00 
Cree CCE SCN soe eS ee Soe 22, 500. 00 
Surpies; Mastii6i; W643 .ctdet sid ai weskecoiaiosmels 35, 061. 37 

Det ni ocd etitridddia bos te OL os leis Bie 119, 155. 47 
Profit for period *_........~ ~~... ebleohepaie es cee es eh 29, 580. 27 

Total Maiities. iio. sss ssi dalle ale baal 148, 735. 74 


1Caleulation of depreciation figures for current operating period have not yet been made, 
2 Fiseal years ends Mar. 31; current year began Apr. 1, 1951. 


Nore.—Officers salaries have not been charged for the past 6 months. 





DEFENSE PRODUCTION ACT 291 


ao Go mae ay ss tds eine owing tn dsb ot pk). s.r ; 


Sea ear ay oi li a le wink a 












{e} If placer: . 
{%) Give estimated total yardage and average marketable mineral content af each deposit. 


Submit map showing location of placer deposit and surrounding ares, with ail teat holes or pits, Submit 
" logs «df cath hele and test pit with depth and average value of cash. 


2) Deseribe gravel, stating whether fine, medium or coarse; loose, tight, cemented, os frosen, aad whether it 
oe a ctane aeiae a tanion tae an: Ok if a0, bow large, and in what proportion, 


(4) Dein beet ne Oe igranite, sandstone, abale, ete.) and state whether it is hard or soft, smooth, 
or rough, 


(6) Deserta creda, stating wher Son, eho cents o cnr texted rash etna 


average thickness and total amovnt. 
{6) Tabuiate the reserves using the form outlined above for ore or mineral reserves, 

38, Access Roude: 

Give rond distances to shipping, supply and residence points, stating kind and condition of roads, 
14 Water Supply: * 

‘ diene nicht dnd simsinli ut lie cesiatietie canentab aet-tbadatsdineanjenstien neki. 

16. Power: 

State amount of power used, rate per hour, and source therecf. 
36. Labor: z 


State number and elasses {minera, muckers, milimen, ete.) of men employed during « recent representative payroll period, 
3%. Equipment and Pacitities: 


Deserthe present equipment on the property, Including buildings. (State condition.) List major pieces of equipment 
now owned or controlled and in serviceable condition availabie for this operation. 


18. Are there any particular conditions or circumstances affecting your operations that are net described shove? If a0, expiain. 
CERTIFICATION 


The undersigned company, and the officia! executing this sertification on its behalf, hereby certify thet the information com- 
tained in this form and accompanying papers ie correct and complete to the beat of their knowledge and belief. 


te las Hiss Semper tne. 


Keroh 3, 1962 ts 
SR eos 











Exutsit No. 6 


JANUARY 31, 1952. 
Mr. Howard I. Young, Deputy Administrator. 
Max Medley, comptroller. 
Mid-Continent Mining Corp. 

Lou Brooks, of my staff, has brought to my attention a proposed contract with 
the subject corporation covering the production of zine which contemplates a 
$400,000 advance for construction of facilities. 

An analysis of the balance sheet of this company as of January 25, 1952, 
indicates current assets of approximately $3,516 and fixed assets of $885,208, for a 
total of $888,724. Included in the fixed assets of the corporation is an 
item “Alice mine reserve (estimated), $875,000.” This item apparently repre- 
sents an estimated value of undeveloped reserves under lease and does not rep- 
resent tangible fixed assets value upon which to develop financial evaluation. 
The liabilities of the corporation amount to about $35,152, of which approxi- 
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mately $32,350 represents loans from corporate officers. The “estimated” net 
worth of the corporation is indicated at $853,571. If the Alice mine reserves 
estimated valuation of $875,000 is eliminated from the assets of the corporation, 
which, in my opinion, should be done, the corporation shows a deficit position of} 
some $21,400. 

I understand this corporation was formed in April 1951 for the express purpose 
of developing this project. It is needless for me to say that the degree of risk 
in advancing $400,000 to a corporation of this type is extraordinary. I also 
understand that the zine situation is such that there is no critical shortage of 
supply, and, in fact, the stockpile objective has been met. 

I am informed that the American Zinc, Lead & Smelting Co. will guarantee 
working capital to the extent of $100,000 to finance operational costs for this 
project and will perform the smelting and refining of the ore to be produced 
from the ore bodies covered under this project. 

If the balance sheet of the Mid-Continent Mining Corp. reflects the true 
financial condition of the corporation, then it would seem that any needed 
financing could be easily obtained through established banking channels. If this 
is not feasible and the real value of the undeveloped reserves approaches the 
amount included on the corporation’s balance sheet, then a guaranteed loan 
would seem to be a more appropriate method of financing rather than an outright 
Government advance. As you realize, the guaranteed loan rates provides us 
with expert analysis of the risk involved by the Federal Reserve bank for the 
district in which the properties are located, which, in my opinion, surpasses 
the adequacy of the financial analysis facilities immediately available to us here. 

It would appear that this would be the most prudent and businesslike way in 
which to proceed. In addition, the use of the guaranteed loan technique has its 
budgetary advantage since it does not require the advancing of Government 
capital since it results in the utilization of private capital already in circulation. 


Exuisit No. 7 


May 16, 1952. 
Office memorandum 


To: Files. 

From: Mr. Joseph I. Shankey, negotiator. 

Subject: W. M. & W. Mining Co. Application for Maintenance of Production 
Contract. 

There has been considerable pressure from the Zine Branch of the Domestic 
Expansion Division to expedite formalizing a contract for this company. Several 
phone calls have been received from Mr. Johnson inquiring about progress and 
when contract would be ready for submission to the contractor. I notified Mr. 
Johnson today that the memorandum setting out the pertinent factors in con- 
nection with this contract were furnished to the General Counsel yesterday with 
request that formal contract be drawn up and further information on progress 
should be obtained from General Counsel. The need for urgency is not apparent 
as the Zine Branch requested the contract be retroactive to February 1, 1952, 
the date of initiation of the zinc program. 

To review for the record the processing in this office, it should be noted that 
the report and recommendation of the Zinc Branch was received by me on May 
7, 1952, for processing, and that request for draft of contract was made to 
General Counsel on May 15, 1952, or, a period of 6 working days. Considering 
that analysis was in progress on the Howe Sound Co. application submitted on 
April 29, and other administrative matters being handled in connection with 
other contracts during this interval, there should be no criticism of the time 
taken to analyze and assemble the pertinent data necessary before submission to 
General Counsel. 


J. I. SHANKEY. 
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Exuisit No. 8 


United States DEPARTMENT OF THE INTERIOR, 
DEFENSE MINERALS ADMINISTRATION, 
Joplin, Mo., February 25, 1952. 
Memorandum 
To: Operating Committee, DMEA. 
From: Clinton C. Knox. 
Subject: Docket DMA-2300, W. M. & W. Mining Co., Miami, Okla. 


In response to your February 7, 1952 letter to David Gallagher, the following 
letter summarizes the field team’s preliminary impressions concerning the appli- 
cations under the above subject docket. 

On February 12, 1952, Clinton C. Knox, Bureau of Mines engineer, and William 
P. Williams, United States Geological Survey geologist, surveyed much of the 
pertinent data which would be available in the case that you request a complete 
report. Mr. Worley and Mr. Williams, company officials, were interviewed at 
the mill of the W. M. & W. Mining Co.:; data were inspected in the Joplin office 
of the Bureau of Mines and in offices of local consulting engineers. 

The company officials revealed that their application was for a purchase 
contract only, submitted to DMPA on January 31, 1952 on form MF-106; pre- 
viously the technical data had been filed with DMA on form MF-—100, dated June 
15, 1950, after which serial No. M51211 was awarded. 

The operations to date consist of a limited program of rehabilitation, de- 
watering, and exploratory and development drifting which is furnishing some 
ore for the mill that is located on one of the old Brewster mining properties. 
These mining properties, which are all under lease to the W. M. & W. Mining Co., 
include the SE™% and E% see. 15 and the NW 4, sec. 14, being fractional sections 
along the Oklahoma-Kansas State line in T. 29 N., R. 24 E., Ottawa County, Okla., 
and the W\% of SW, sec. 35, and E% of SE, sec. 34 (on which the mill is 
located), T. 348., R. 24 E., Cherokee County, Kans. 

Under a limited program, since obtaining the Brewster mine leases in 1950, 
the W. M. & W. Mining Co. have rehabilitated and pumped out two of the old 
working shafts. They are nearly a mile apart, about 180 feet in depth, and are 
located on Oklahoma tracts of the Brewster properties. Production, starting in 
August 1951, coming from underground exploratory and development drifting 
near those 2 shafts, during the last 5 months of 1951 totaled 33,884 rock tons 
of ore from which the operator recovered 1,070 tons of 60 nercent zine concen- 
trate and 74 tons of 80 percent lead concentrate, or a combined average yield 
of 3.87 percent. The average gross return, exclusive of royalty paid, was $4.09 
per rock ton which was overbalanced by a calculated overall average direct 
operating cost of $4.24 per ton, resulting in an average loss of $0.15 per ton. 
No salaries to company officials or dividends were paid. That unusually high 
operating cost is attributed to the preparatory status of the operations to date. 
The costs of dewatering, rehabilitation, and exploratory and development drift- 
ing have been included within that direct operating cost. Those factors in the 
high cost are expected to decline shortly but others which will remain constant 
are the cost of the 4-mile surface haul of ore from the mine shafts in Oklahoma to 
the mill location previously described, near Baxter Springs, Kans., and the rental 
and maintenance of that old Brewster mill. Mr. Brewster has traditionally 
insisted that all ore extracted by leasers from his properties must be concen- 
trated in his mill. Production is continuing and the mine output during January 
1952 was 6,435 rock tons of ore from which 2.34 percent zine concentrate and 
0.65 percent lead was recovered in the mill. 

Maps by local consulting engineers and old churn drill hole data, mostly 
available in the Joplin office of the Bureau of Mines, indicate that the ore 
reserves in the old Brewster properties are some of the most favorable of the 
scattered, relatively small deposits known to remain in the Picher field of the Tri- 
state mining district. Most of the indicated blocks of reserves, however, are not 
yet accessible because they must be reached through old mine workings which 
slope slightly downward from the shaft bottoms into structural basins of the 
generally flat-bedded ore horizon which is still flooded. Pumping during the 
past 90 days is slowly lowering the water table and is expected to make those 
reserves accessible shortly. The operator has installed adequate standard 
mechanized mining equipment. Until dewatering is completed, ore from explora- 
tory and development drifting on the level with the shaft bottoms, must be 
relied upon for milling ore to sustain the operations. 

An index to the operating experience of the W. M. & W. Mining Co. is recorded 
by the Bureau of Mines in the 1949 Minerals Yearbook. Then that company, 








294 DEFENSE PRODUCTION ACT 


operated the Little Greenback and Velie mines west of Picher, Okla., and hauled 
to the Eagle-Picher Central Mill, ranking fifth in lead ore producing companies 
of the Tri-State mining district besides producing an undisclosed, but appreciable 
amount of zinc ore. 

It also was noted that since taking over the Brewster leases, the W. M. & W. 
Mining Co. entered into a 3-year-smelter-purchase contract on December 15, 
1950, with the American Zine Co. of Illinois. 

The W. M. & W. Mining Co. indicated in the January 31, 1952, DMPA 
application that about $25,000 of operating capital must be “plowed back” 
during 1952 to further drain, rehabilitate, explore, develop, and equip the mines 
in order to systematically exploit all the indicated and inferred ore reserves as 
quickly as possible. The request in the application appears reasonable and 
recommending a standard DMPA purchase contract on an equitable basis with 
those approved for other operators in the Tri-State mining district, appears 
warranted. 

Ciinton C. Knox. 

Approved : 

Davip GALLAGHER, 
Executive Chairman, DMEA Field Team, Region VI. 


Exuisit No. 9 
Marcu 26, 1952. 
Office memorandum. 
To: Files. 
From: Mr. Joseph I. Shankey, negotiator. 
Subject: W. M. & W. Mining Co. Application for maintenance of production 
contract. 

After reviewing the application of the contractor dated March 3, 1952, and the 
report and recommendation of the Zine Branch, dictated by Mr. Butler on March 
6, 1952, it was found that the price of $156.97 per ton of 60 percent zine concen- 
trates was based on the contractor's request for 2114 cents per pound for slab 
zine and 21 cents per pound for pig lead, translated in concentrate prices and 
the purported ceiling of the respective concentrates, which, in effect, amounts to a 
subsidy on both zine and lead, having no relation to contractor’s cost. There 
was no actual operating cost submitted by the contractor which is a prime 
requisite in determining whether subsidy is warranted and necessary to arrive 
at a base price in a procurement contract. I informed Mr. Butler by telephone 
of my findings and told him we could not go along on the data submitted. I also 
pointed out to him that the contractor's financial statement as of January 31, 
1952, showed a profit of $29,580.27 covering the period March 31, 1951, to January 
31, 1952. He informed me that this was a rush case and they would like to 
have action taken as quickly as possible in formalizing the contract: however, 
I suggested to him that he come to my office for a discussion on the project. 


Marcu 28, 1952. 
Office memorandum. 
To: Files. 
From: Mr. Joseph I. Shankey, negotiator. 
Subject: W. M. & W. Mining Co. Application for maintenance of production 
contract. 

Reviewed with Mr. Butler of the Zine Branch, Domestic Expansion Division, 
the file and his report dated March 6, 1952, in connection with the W. M. & W. 
Mining Co.’s application for maintenance of production contract. Mr. Butler 
agreed that it would be necessary for the contractor to furnish additional detail 
cost and other data in order to come up with a realistic determination of the 
amount of subsidy, if any, to which they would be entitled. Mr. Butler accord- 
ingly took the file and he is to get in touch with the contractor for the required 
information which, in his opinion, will take a week or two to obtain from the 
contractor. I suggested to Mr. Butler that he have the contractor bring in the 
cost data so that any questions could be resolved more expeditiously than by 
correspondence. Mr. Butler informed me that it was his instructions to avoid 
putting this contractor to the expense of coming to Washington if at all possible. 

It is my understanding that Zine Branch, Domestic Expansion Division, will 
submit a revised report as soon as the contractor has submitted the required data. 


JOSEPH I. SHANKEY. 


ayers oe 
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Exursit No. 10 
APRIL 18, 1952. 
Tom Lyon, Director, Domestic Expansion Division. 
G. E. Johnson, Chief, Lead-Zinc Branch. 
DMPA-2300, W. M. & W. Mining Co., Miami, Okla. 


In accordance with our conversation today, we are of the opinion that over- 
the-market price assistance could not be granted this applicant for his expanded 
production. According to his estimates this will amount to approximately 16,000 
tons per month, which would be an increase of 10,000 tons per month over the 
6,000 tons presently mined. In the event over-the-market assistance is granted 
we do not believe it could properly apply to expanded production. 

That is obviously a submarginal operation and there is the question in my 
mind whether, in view of the improving situation with respect to zine supply, 
the Lead-Zine Branch is justified in recommending over-the-market assistance 
for even the present production. 

G. E. Jonnson, Chief, Lead-Zine Branch. 


Exuipsir No. 11 
May 29, 1952. 

Deputy Comptroller, DMPA. 
Director, Credit and Finance Division. 
W. M. & W. Mining Co., Inc., Baxter Springs, Kans. 

A contract has been negotiated with the W. M. & W. Mining Co., Inc., Box 326, 
saxter Springs, Kans., whereby the Government will subsidize the production 
of zinc from the above company’s mining facilities. 

The overall zinc subsidy program was approved by DPA in certificate No. 
DMPA 65-11—DPA-134, dated February 12, 1952, and amended February 19, 1952. 

Borrowing authority to be reserved for this contract is as follows: 


CECRN irr a $196, 000 


Quantity represented by gross transactions 11,629 tons; probable 
ultimate net cost, 11,629 tons of 50 percent zine concentrates at $16.86 
CP BENE CO a een cnahllian ener k aac a Ree 196, 000 
(Base rice $151.86 per ton less estimated ceiling price $135 per ton, 
difference of $16.86.) 
WORKIN GURINET.. 26h as i. cit icbeacdete dda ces Seat ee ach eet ee 


Borrowing authority (rounded) 
Expenditures estimated : 
Fiscal year 1953 iicheesaas 43, 000 
DRE FORE Ti ctmnntd btiagntebenalehugnrute i a ala Mithila te cae 102, 000 
Fiscal year 1955 51, 000 


196, 000 


. W. JorRDAN. 


ExHrpit No. 12 
JUNE 27, 1952. 
Mr. Howarp I. Youne, 
American Zinc, Lead & Smelting Co., 
St. Louis, Mo.: 
Fowler letter on lead sent special messenger this morning to Office of Defense 
Mobilization. W. M. & W. Mining Co. contract on Larson’s desk for signature. 


Tom Lyon, 
Defense Materials Procurement Agency. 
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Exuisit No. 13 


Contract No. GS—OOP (D)-18006 BETWEEN UNITED STATES OF AMERICA AND 
W. M. & W. MINING Company, INC. 


This contract, entered into this 27th day of June 1952, between the United 
States of America, acting by and through the Administrator of Defense Materials 
Procurement Agency, its successors, assigns, and duly authorized representatives, 
hereinafter referred to as the “Government” (pursuant to the authority con- 
tained in the Defense Production Act of 1950, as amended, and Executive Order 
No. 10161, as amended), and W. M. & W. Mining Company, Inc., hereinafter 
referred to as the “Contractor.” 


Witnesseth 


Whereas it has been determined that the Brewsterland Mine, a zinc mine 
located in Ottawa County, Oklahoma, now being operated by the Contractor, 
is a high-cost mine which cannot continue in operation under ceiling prices estab- 
lished for zinc concentrates, unless a subsidy is obtained; and 

Whereas the Government considers that the maximum production of zine 
ore from the aforesaid mine is in the best interests of national defense and 
desires the continuance of mining operations for the production of zinc at 
the aforesaid mine; and 

Whereas the Government has determined that the terms and conditions of 
this contract are necessary to insure that the supply of zine ore from such 
high-cost source is continued ; 

Now, therefore, in consideration of the mutual promises herein contained, the 
parties hereto agree as follows: 


ARTICLE I. DEFINITIONS 


Wherever used in this contract unless otherwise specified : 

(a) The term “base price’ means the negotiated price of $151.86 per ton for 
60 percent zine concentrates produced from ore mined at the Brewsterland 
Mine. 

(b) The term “ceiling price’ means the Contractor’s ceiling price established 
or allowed by the Office of Price Stabilization, or other authoritative Govern- 
mental agency for 60 percent zine concentrates, f. o. b. Contractor’s plant. 

(c) The term “subsidy” means the sum which is the difference between 
the base price and the ceiling price. 


; 


ARTICLE II. PRODUCTION 


The Contractor represents that it is currently producing 60 percent zinc con- 
centrates from ore mined at its Brewsterland Mine, Ottawa County, Oklahoma. 
The Contractor estimates that the future annual production of zine concen- 
trates from ore mined at the aforesaid mine will approximate 6,067 tons, at an 
estimated operating cost, after credit for accessory metals, of $151.86 per ton. 


ARTICLE III. DISPOSITION OF PRODUCTION 


The Contractor agrees to continue to produce zine ore from the aforesaid 
Brewsterland Mine during the term of this agreement at a rate sufficient to 
enable the Contractor to have produced therefrom not less than 6,067 tons of 
60-percent zinc concentrates annually. The Contractor shall use such produc- 
tion in compliance with all applicable Government regulations or shall dispose 
of such production at the applicable ceiling price. 


ARTICLE IV. RECORDS 


The Contractor shall keep full and accurate records in accordance with sound 
accounting practice, showing on a monthly basis the following : 

(a) The quantities and grade of ores produced from the aforesaid Brewster- 
land Mine; 

(b) The quantities and grade of zinc concentrates produced from the aforesaid 
Brewsterland Mine as disclosed by weight and analysis certificates; 

(c) The cost of production of zine concentrates from said mine; 

(ad) Such other records as the Government may reasonably require. 

All such records shall be available to the Government for inspection and audit 
at all reasonable times and shall be retained by the Contractor for a period of 
three (3) years following expiration of this contract. 
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ARTICLE V. INVOICES AND REPORTS 


As promptly as possible after the effective date of this agreement, and there- 
after as promptly as possible after the end of each month during the term of 
this contract, the Contractor shall furnish to the Government a properly certi- 
fied invoice for each month included in the period specified in Article VII hereof 
covering the subsidy due the Contractor hereunder, to which shall be attached 
reports on the following: 

(a) The quantity and grade of ore produced for such month ; 

(b) The quantity and grade of zinc concentrates recovered from the ore pro- 
duced in such month as disclosed by weight and analysis certificates ; 

(c) The actual operating cost of production from the aforesaid mine, less 
credit for accessory metals; 

(d@) The Contractor’s ceiling price; 

(e) Such other information, records, or reports as the Government may rea- 
sonably require. 

All invoices and reports shall be in such form and content as the Govern- 
ment may prescribe and shall be addressed to General Services Administration, 
Defense Accounts Division, Examination Branch, 7th and D Streets SW., Wash- 
ington 25, D. C. 

ARTICLE VI. PAYMENT 


Promptly after receipt of the properly certified invoices with reports attached, 
as provided in the next proceeding Article, the Government shall make to the 
Contractor subsidy payments with respect to the quantity of zine concentrates 
produced from the ore mined by the Contractor at the Brewsterland Mine for the 
month covered by the invoice. Such payments shall be calculated by multiply- 
ing the “subsidy,” as defined in Article I (c) hereof, by the number of tons of 
60 percent zinc concentrates disclosed by the weight and analysis certificates 
for such month. 

ARTICLE VII. TERMS OF CONTRACT 


The subsidies to be paid under this contract shall apply to the 60 percent zine 
concentrates produced during the period commencing February 1, 1952, and end- 
ing with the close of business on December 31, 1953, from ore mined at the 
Brewsterland Mine as disclosed by weight and analysis certificates for such zinc 
concentrates. Notwithstanding the foregoing, this contract may be terminated 
without further obligation on either party hereto by written notice given by 
either party to the other at least sixty (60) days prior to the date of termination 
contained in such notice, provided, however, that if, at any time, the ceiling price, 
as defined herein, is removed, this contract shall terminate with respect to all 
production of ore mined at the aforesaid mine subsequent to the effective date of 
such removal. 


ARTICLE VIII. COMPLIANCE WITH APPLICABLE LAWS 


In the performance of this contract, Contractor shall comply with and give all 
stipulations and representations required by any applicable Federal, State, 
Municipal, or local law, or Executive Order, or any applicable rules, orders, 
regulations, or requirements of any government department or bureau, but 
nothing herein contained shall be considered as preventing Contractor from 
contesting in good faith the validity of such law, rule, order, regulation, or 
requirement, or any charge that Contractor has not complied therewith. 


ARTICLE IX. ANTIDISCRIMINATION 


In connection with the performance of work under this contract, the Con- 
tractor agrees not to discriminate against any employee or applicant for employ- 
ment because of race, creed, color, or national origin; and further agrees to 
insert the foregoing provision in all subcontracts hereunder except subcontracts 
for standard commercial supplies or for raw materials. 


ARTICLE X. CONTINGENT FEES 


The Contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understand- 
ing for a commission, percentage, brokerage, or contingent fee, excepting bona 
fide employees or bona fide established commercial or selling agencies maintained 
by the Contractor for the purpose of securing business. For breach or violation 
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of this warranty, the Government shall have the right to annul this contract 
without liability or in its discretion to deduct from the contract price or con- 
sideration the full amount of such commission, percentage, brokerage, or con- 
tingent fee. 


ARTICLE XI. INTEREST OF MEMBER OF CONGRESS 


No member of or delegate to Congress, or resident commissioner, shall be 
admitted to any share or part of this contract, or to any benefit that may arise 
therefrom, but this provision shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 


ARTICLE XII. ASSIGNMENT 


The Contractor shall not, without the prior written consent of the Govern- 
ment, sell, assign, or pledge this contract or any of its rights, powers, privileges, 
duties, or obligations thereunder; provided, however, that any moneys due or 
to become due under this contract, but not including any advances made or to 
be made hereunder, may be assigned by the Contractor to a bank, trust company, 
or other financing institution, including any Federal lending agency, pursuant 
to and in accordance with the Assignment of Claims Act of 1940, as amended 
(31 U.S. C. 208, 41 U. 8S. C. 15). 

All rights, powers, privileges, duties, or obligations under this contract shall 
inure to any successor or successors of Defense Materials Procurement Agency 
or any branch or agency of the Government to which the Defense Materials 
Procurement Agency shall hereafter delegate or assign its authority to act for 
the Government hereunder. 


ARTICLE XIII. FORCE MAJEURE 


if the performance of any part of this contract by either the Contractor or the 
Government is prevented, hindered, or delayed by reason of any cause or Causes 
beyond the respective control of the Contractor or the Government, and which 
cannot be overcome by due diligence, then the Contractor or the Government, 
as the case may be, shall be excused from such performance during the con- 
tinuance of any such happenings or events. To become operative, the Contractor 
or Government, as the case may be, shall give to the other, within ten (10) days 
after the occurrence of such happenings or events, written notice thereof, together 
with a statement setting forth the facts in evidence, and, upon the conclusion of 
such happenings or events, shall notify the other in writing of such termination 
within ten (10) days. 


; ARTICLE XIV. NONWAIVER 

The failure of either the Contractor or the Government to insist in any one 
or more instances upon the performance of any of the terms, covenants, or con- 
ditions of this contract shall not be construed as a waiver or relinquishment 
of the future performance of any such term, covenant, or condition by the other 
party hereto, but the obligation of such other party with respect to such future 
performance shall continue in full force and effect. 


ARTICLE XV. MODIFICATIONS 


No oral statement of any person shall modify or otherwise affect the terms, 
conditions, or specifications of this contract. 


ARTICLE XVI. EIGHT-HOUR LAW 


No laborer or mechanic doing any part of the work contemplated by this con- 
tract, in the employ of the Contractor or any subcontractor contracting for any 
part of the said work, shall be required or permitted to work more than eight 
hours in any one calendar day upon such work, except upon the condition that 
compensation is paid to such laborer or mechanic in accordance with the provi- 
sions of this clause. The wages of every such laborer and mechanic employed 
by the Contractor or any subcontractor engaged in the performance of this con- 
tract shall be computed on a basic day rate of eight hours per day; and work 
in excess of eight hours per day is permitted only upon the condition that every 
such laborer and mechanic shall be compensated for all hours worked in excess 
of eight hours per day at not less than one and one-half times the basic rate of 
pay. For each violation of the requirements of this clause a penalty of Five 
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($5) Dollars shall be imposed upon the Contractor for each such laborer or 
mechanic for every calendar day in which such employee is required or per- 
mitted to labor more than eight hours upon said work without receiving com- 
pensation computed in accordance with this clause; and all penalties thus imposed 
shall be withheld for the use and benefit of the Government. 


ARTICLE XVII. CONVICT LABOR 


In connection with the performance of work under this contract, the Con- 
tractor agrees not to employ any person undergoing sentence of imprisonment 
at hard labor. 


IN WITNESS WHEREOF, the parties hereto have caused this document to be duly 
executed on the day and year first above written. 
UnIrep STATES OF AMERICA DEFENSE 
MATERIALS PROCUREMENT AGENCY, 
By Jess LARSON, 
Defense Materials Procurement Administrator. 
W. M. & W. Minne Co., INc., 
W. J. Wortey, President. 
Attest: 
[SEAL] By A. E. WILLIAMS, 
Secretary and Treasurer. 


DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, D. C. June 27, 1952. 
Mr. W. J. WORLEY, 
President, W. M. & W. Mining Co., Inc., Miami, Okla. 

DEAR Mr. WortEY: Enclosed for your files is an executed copy of contract 
GS-—OOP(D)-18006 between the United States and your firm, covering subsidy 
payments in connection with production at the Brewsterland Mine in Ottawa 
County, Okla. 

In your letter of June 12 you request that the estimated annual production 
rate of zinc concentrates set forth in the contract be modified to provide for an 
annual production at the rate of approximately 3,000 tons in lieu of the pres- 
ently stipulated 6,067 tons. Such modification is satisfactory to this Agency and. 
may be effected by your signature to the enclosed two copies of this letter in the 
space provided thereon, and returning both copies to this office. 

Sincerely yours, 
Jess LARSON, Administrator. 

Agreed: 

W. J. Wortey, President. 


ExHIsiT No. 14 
AvuGusT 1, 1952. 
Director, Contract Negotiations Division, DMPA. 
Director, Financial Analysis for DMPA. 
W. M. & W. Mining Co., Inc. 

Title III, section 303 (c) of the Defense Production Act of 1950, as amended, 
no longer seems to apply in the case of subsidy payments made for high-cost mine 
production, inasmuch as the present ceiling price of such metal cannot be con- 
strued to cause a decrease in supplies. It is, therefore, recommended that 
contract No. GS-OOP (D)-18006 with W. M. & W. Mining Co., Inc., Miami, Okla., 
be terminated in accordance with 60-day termination clause contained in Article 
VII of the contract. 





ExHieIr No. 15 
Aveust 6, 1952. 
Howard I. Young, Deputy Administrator. 
John G. Ford, Director, Contract Negotiations Division. 
W. M. & W. Mining Co. 

We have received vouchers in quadruplicate, covering the operations of the 
above company for the months of February, March, April, May, and June of this 
year, under their subsidy contract GS—OOP (D)-—18006, dated June 27, 1952, and 
effective as of February 1. 
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The contract provides for payment of a subsidy, per ton of zinc concentrate 
produced, of the difference between $151.86, the estimated production cost after 
credit for accessory metals, and the current ceiling price for such product, which 
is stated in the vouchers as $135 per ton February through May, and $103.24 for 
June. 

We have advised Mr. Worley, president of the company, by telephone: 

(a) That he must furnish adequate evidence, preferably by certificate from 
Office of Price Stabilization, that a ceiling price has been established by OPS for 
his production of concentrate, and the amount of such ceiling price. Mr. Worley 
had been previously advised by this office of this requirement. 

(0) That the June voucher was incorrect in that he claims as subsidy the 
difference between $151.86 and the then current market price for concentrate, 
whereas under the terms of the contract his subsidy is based on the ceiling price. 

Following is a statement of pertinent factors of the five vouchers received: 














| | Operating 
lp : Salo, Operating ge ae Requested 
Month | F roduction| Sales | costs } ee subsidy 
! 
(Tons) | | 
February : eee 114.3 | 2$14,854 14, 676 $128 $1, 854 
March._-_- : | 165. 0 22, 237 22, 478 134 | 2, 776 
April___- ; he 96. 1 | 12, 158 1-, 645 | 121 1, 518 
May.-- 129.8 | 16, 531 11,914 | 92 2, 064 
June sig | 138.8 | 12, 6-4 14, 833 | 107 6, 320 
Ric asta ere ' seal 644.0 | 379,44 | 75, 146 | 117 | 14, 532 
| 





1 After credit for accessory mets als. 
2 Voucher states $13,10-, whereas 114.3 tons at $130 selling price = $14,854. 
3 Net operating profit, 5 raonthe, $4,318. 


We have discussed the question of determination of ceiling prices for zine 
concentrate with Mr. Stancil, Chief, Nonferrous Metal Branch of OPS. He 
advises: 

(a) No ceiling price for zine concentrate has been established on an area 
basis by OPS for the tri-State district. 

(b) The ceiling price for operations which were in production in January 
1951 is the highest price at which the product was sold during the period Decem- 
ber 15, 1950 to January 28, 1951, adjusted on January 24, 1952, at the rate of 2 
cents per pound for contained metal, under the provisions of G. C. P. R., SR 70. 

(c) The company, in order to obtain a certification of a ceiling price for its 
product has only to apply to OPS in Washington by letter, requesting establish- 
ment of such price for 60 zine concentrate under the provisions of section 6, 
General Ceiling Price Regulations. If the company was operating between the 
above dates, it should state its highest price received during such period. If 
not, it should indicate the date on which production began, giving the names of 
two mines which were competitive, one of which should be indicated as his closest 
competitor. Mr. Stancil states that immediate reply will be given, and that it is 
probable that the price will be $135. 

JOHN G. Forp. 


Exursit No. 16 
Aveust 7, 1952. 
Howard I. Young, Deputy Administrator. 
John G. Ford, Director Contract Negotiations Division. 
W. M. & W. Mining Co. 

This office recommends that the contract with the above company for payment 
of a subsidy for maintenance of production of zinc concentrate be terminated 
under the provision of article VII of the contract for the following reasons: 

(a) The present ceiling price for zinc cannot be construed as causing a decrease 
in the supply thereof. 

(b) The base price used in the contract, $151.86, is. wholly unrealistic. For 
example: 

(1) Instead of an estimated operating loss, vouchers for February through 
May show operating profit of $4,318. 

(2) Domestic Expansion Division estimated value of accessory metals at 
45 cents per ton of ore. Receipts for March through June average $2 per 
ton of ore. 
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(3) Production of concentrate averages 130 tons per month. Contract 
is based on monthly production of 250 tons. Costs should be lower if pro- 
duction conformed to contract requirements. 

(4) The base price fails to take into account the fact that wages, repre- 
senting perhaps 50 percent of operating costs, are directly related to the 
market price of zinc. 

(c) Unless this contract is terminated, it will be logical, on the basic principle 
of uniformity of treatment for small business, to enter into similar contracts with 
other mines in the tristate area, a course which, in our opinion, is indefensible 
under present market conditions. 

A. H. GREENE, Administrator. 


Exuisit No. 17 
NOVEMBER 10, 1952. 
Max Medley, Comptroller. 
John G. Ford, Director, Contract Negotiations Division. 
W. M. & W. Mining Co. 


We have your memorandum of November 4, 1952, attaching copy of audit report 
on the above operation. In our opinion, your auditors have done an outstanding 
job, and we congratulate you on their efficiency and thoroughness. 

With reference to the recommendation that the contract be terminated as not 
in the best interests of the Government, we recommended to the Deputy Admin- 
istrator on August 7, 1952, that such action be taken, and were advised that this 
would be done as soon as payment had been made to the contractor on vouchers 
for February through June 1952, which had already been submitted by the 
contractor. 

We advised the Deputy Administrator on November 4 that checks covering 
such payments were being forwarded to the contractor. 

JOHN G. Forp. 





ExHIBIT No. 18 
AvucusT 20, 1952. 
The Administrator—aA. 
Irving Gumbel. 
W. M. & W. Mining Co. contract. 

I think that you should know about this transaction which is being handled 
by Mr. John Ford and Mr. A. L. Sherman, and suggest that you discuss it with 
them. 

Mr. Ford is leaving on his vacation this evening but Sherman will be here 
after that. 

IRVING GUMBEL. 


EXHIBIT No. 19 
SEPTEMBER 2, 1952. 
W. M. & W. MINING Co., 
Miami, Okla. 
(Attention: Mr. Worley.) 

Dear Sirs: I would appreciate you writing me by airmail or wiring me, 
advising whether you have as yet received payment on maintenance of production 
contract No. GS—OOP( D)-18006 that became effective February 1, 1952. 

Please rush reply. 

Sincerely yours, 
Howarp I. Youna, 
Deputy Administrator. 


ExHIpit No. 20 
SEPTEMBER 3, 1952. 
Mr. Wiieur J. WorLey, 
President, W. M. & W. Mining Co., 
Miami, Okla.: 
Tighe Woods, the new Administrator of OPS, has advised that the approval 

of your floor price would clear all OPS departments and leave his office either 
Friday of this week or Monday of next. Exceedingly regret unavoidable delay, 


67178—55——_20 
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partly of which has been on account of the change of OPS Administrator that 
has recently taken place. Please wire me on Wednesday of next week if this has 
or has not been received. 


i 
. 
{ 


Howarp I. YOuNG, 
Deputy Administrator. 





ExHIsIT No. 21 


OFFICE OF PRICE STABILIZATION, 
Washington 25, D. C., September 5, 1952. 
Mr. Howarp YOUNG, 
Deputy Administrator, Defense Materials Procurement Agency, 
Washington, D. C. 
Dear Howagrp: In accordance with our telephone conversation, I am sending 
you a copy of order No. L-13 issued to the W. M. & W. Mining Co., Inc., Baxter 
Springs, Kans. 
Best regards. 
Sincerely yours, 
TIGHE BH. Woops. 





Exuisit No. 22 


W. M. & W. MriniNe Co., INGC., 
Barter Springs, Kans., September 12, 1952. 
Re GS—OOP (D)-18006 
Mr. JOHN G. Forp, 
Director, Contracts Negotiation Division, 
Defense Materials Procurement Agency, 
Washington, D. C. 

Dear Mr. Forp: We are furnishing you herewith a copy of the letter order 
establishing a ceiling price for zinc concentrates for W. M. & W. Mining Co., 
Inc., under general overriding regulation 25. 

This is in compliance with wire request of Howard I. Young, Deputy 
Administrator. 

Very truly yours, 
W.M. & W. MintNe Co., INc., 
By W. J. Worry, President. 


OFFICE OF PRICE STABILIZATION, 
Washington, D. C., September 5, 1952. 
GOR 25, Section 3, No. L-13. 
W. M. & W. Mrinine Co., INC., 
Bazter Springs, Kans. 
(Attention: Mr. W. J. Worley, president.) 


GENTLEMEN: This refers to your letter received in this office on August 18, 
1952, requesting the Director of Price Stabilization to establish a ceiling price 
on 60 percent zine concentrates which you have sold. 

It appears that you made no sales of zine concentrates during the base period 
of the general ceiling regulation, December 19, 1950, to January 25, 1951, inclu- 
sive. You have made sales of zinc concentrates since that period, but did not 
comply with provisions of the general ceiling price regulation which require that 
you establish your ceiling prices with this Office. General overriding regulation 
25 authorizes the Director of Price Stabilization to establish ceiling prices 
in cases of noncompliance. The ceiling price of 60 percent zine concentrates 
established herein is in line with the ceiling prices established by other sellers 
for the same commodity. 

After due consideration of the foregoing and pursuant to section 3 of general 
overriding regulation 25, it is ordered: 

1. The ceiling price for 60 percent zinc concentrates, when sold by W. M. & W. 
Mining Co., Inc., Box 326, Baxter Springs, Kans., is $115 per net ton from 
January 26, 1951, to October 2, 1951, and $139 per net ton on and after October 2, 
1951. 
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2. A handling charge of $10 per net ton may be charged in addition to the 
ceiling prices established herein. 

Sales of the commodity covered by this order shall be subject to all provisions 
of the general ceiling price regulation and any amendments thereto not incon- 
sistent with this order. 

This order may be amended, modied, or revoked by the Director of Price 
Stabilization at any time. 

A copy of this letter order has been filed today with the recording secretary 
of the Office of Price Stabilization, Washington 25, D. C., where it may be in- 
spected by the public. 

This letter order is effective immediately. 

Very truly yours, 
TIGHE E. Woops, 
Director of Price Stabilization. 


CERTIFICATION 


I, Wilbur J. Worley, president of the W. M. & W. Mining Co., Inc., do hereby 
certify that the attached copy of letter order GOR 25, section 3, order No. L-13, 
is a true and accurate copy of same. That the original of same was received 
by us by registered mail of September 8, 1952. 

W. M. & W. MINING Co., 


By W. J. Wor.ey, President. 
STATE OF KANSAS, 


County of Cherokee, 8s: 


Before me, Ada Parke, a notary public within and for said county and State, 
on this 12th day of September 1952, personally appeared Wilbur J. Worley, to me 
known to be the identical person who executed the within and foregoing instru- 
ment and acknowledge to me that he executed the same as his free and voluntary 
act and deed for the uses and purposes therein set forth. 

Witness my hand and notarial seal the day and year above set forth. 


[SEAL] Apa ParRKE, Notary Public. 
My commission expires March 29, 1953. 


ExHIsit No. 23 
OcTOBER 31, 1952. 
Director, Defense Accounts Division, Office of the Comptroller, OD. 
Director, Financial Analysis for WPA, Office of the Comptroller. (Signed) 
Johnston Russell. 
W. M. & W. Mining Co., Ine. 


At our request, you have deferred payment of certain invoices submitted by 
W. M. & W. Mining Co., Inc., for subsidies due under contract No. GS—OOP (D)- 
18006, pending examination of the company’s records by the Internal Audit 
Division. 

We have received a report of audit, which, while highly critical of the basis 
upon which the contract was executed, nevertheless, confirms the propriety of 
the invoices submitted by the contractor for the months of February to July 
1952. inclusive, with the exception of two minor discrepancies totaling $4.51 in 
the April and May invoices due to an error in computing subsidy percentages. 
Accordingly, will you take steps as promptly as possible to examine and pay the 
invoices which you have received? We are returning to you the copies of 
invoices which you furnished to us. Please transmit to us one copy of each 
invoice after payment according to your usual procedure. 

Steps are being taken to cancel this contract at the earliest possible date, 
which, under the terms of article VII, requires at least 60 days’ notice prior 
to the effective date of termination. At the earliest, therefore, such termi- 
nation could not become effective before December 31, 1952. Invoices submitted 
covering production up to the effective date of termination would, of course, 
have to be honored. 
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Exuisit No, 24 


{Registered return receipt requested] 


W. M. & W. Mintno Co., INc., 
Miami, Okla. 


GENTLEMEN: You are hereby notified that under the provisions of its article 
VII, contract No. GS-OOP (D)-18006, between W. M. & W. Mining Co., Inc., and 
the United States of America, dated June 27, 1952, and effective February 1, 
1952, the Government elects to cancel the contract. 

This letter provides you with the 60 days’ notice called for in article VII of 
the contract, which is canceled, effective close of business 60 days from the date 
of your receipt hereof. 

Sincerely yours, 
Howarp I. YOunNG, 
Deputy Administrator. 


This letter was rewritten by Mr. Liebert for Mr. Larson’s signature on Novem- 
ber 17, 1952. 


D. TEEL. 
NovEMBER 18, 1952. 


[Registered return receipt requested] 


W. M. & W. MINING Co., INC., 
Miami, Okla. 


GENTLEMEN: You are hereby notified that under the provisions of its article 
VII, contract No. GS-OOP (D)-18006, between W. M. & W. Mining Co., Inc., and 
the United States of America, dated June 27, 1952, and effective February 1, 
1952, the Government elects to cancel the contract. 

This letter provides you with the 60 days notice called for in article VII of the 
contract, which is canceled effective close of business, 60 days from the date of 
your receipt hereof. 

Sincerely yours 


JESS LARSON, Administrator. 


Exursit No. 25 
DECEMBER 17, 1952. 
Mr. E. C. MArTrTIson, 
President, W. M. & W. Mining Co., Inc., 
Bazter Springs, Kans. 

Dear Mr. MATTIsON: We have your letter of December 5 requesting recon- 
sideration of our letter of November 18 canceling contract No. GS-OOP (D)- 
18006, effective as of January 24, 1953. 

All subsidy contracts entered into by this agency provide for the difference 
between the ceiling price for the product as established by the Office of Price Sta- 
bilization and the contractor’s production cost plus a reasonable allowance for 
depletion, depreciation, and profit. 

The contractor’s cost and allowance for the W. M. & W. Mining Co. contract 
was established, on the basis of data furnished this agency, at $151.86 per ton 
of 60-percent zinc concentrate, taking into account the value of recoverable 
auxiliary metals. The established ceiling price for the concentrate is $139 per 
ton, resulting in a subsidy of $12.86 per ton. 

Actual operating costs reported by your company covering production during 
the period of the contract were found to be about $120 per ton, after credit for 
auxiliary metals, materially below the $139 ceiling price, hence under the policy 
of this agency with respect to subsidies as outlined above, there is no legitimate 
reason for continuing subsidy payments. Your request for reconsideration of 
our action in canceling your contract is, therefore, denied. 

Sincerely yours, 
JESS LARSON, Administrator. 
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Exursir No. 26 


W. M. & W. Mrnine Co., INc., 
Commerce, Okla., September 8, 1952. 
Mr. JoHN G. Forp, 
Director, Contract Negotiations Division, Defense Materials Procurement 
Agency, Washington, D. C. 

Dear Mr. Forp: I am enclosing certified copy of contract between W. M. & W. 
Mining Co., and the American Zinc Company of Illinois for sale and purposes 
of zine concentrates which you requested by telegram September 5, 1952, to be 
used under contract No. 18006. 

Yours very truly, 
W. M. & W. MINING Co., 
By W. J. Worry, President. 


This agreement made and entered into as of December 15, 1950, by and between 
W. M. & W. Minine Company having offices at Miami, Oklahoma (hereinafter 
for convenience referred to as seller), party of the first part, and AMERICAN ZINC 
COMPANY OF ILLINOIS, a Maine corporation having offices at East St. Louis, Lli- 
nois (hereinafter for convenience referred to as buyer), party of the second part. 

Witnesseth: That whereas seller mines and produces zine ore and zine con- 
centrates in the Tri-State mining district and is desirous of making disposition 
of such ores and therefore wishes to sell same to buyer; and 

Whereas buyer uses zinc concentrates in its smelting operations and is desirous 
of purchasing zine concentrates from seller, 

Now, therefore, in consideration of the sum of one dollar ($1.00) to each party 
hereto paid by the other party the receipt of which is hereby acknowledged, and 
in further consideration of the premises and of the mutual promises and cond- 
itions hereinafter set forth, it is agreed by and between the parties hereto as 
follows: 

(1) Quantity of zine concentrates.—Seller agrees to sell to buyer and buyer 
agrees to purchase from seller all the zine concentrates produced by seller in that 
part of the States of Missouri, Kansas, and Oklahoma commonly known as the 
Tri-State District, which production of zinc concentrate is estimated at 500 or 
more tons per month. 

Seller shall furnish to buyer at the beginning of each calendar quarter an 
estimate of its production of zinc concentrates in said Tri-State District during 
the following quarter. 

(2) Additional production.—Should seller acquire during the life of this agree- 
ment any additional property or properties, or source or sources of ore, by lease 
or otherwise in said Tri-State District, seller agrees that any additional tonnage 
of zine concentrates resulting from any such acquisition shall be considered as 
coming within this agreement and same shall be sold to buyer. 

(3) Life of this @greement.—This agreement shall begin as of December 15, 
1950, and shall continue in full force and effect for a period of 3 years ending 
December 14, 1953. 

(4) Quality of zine concentrates.—The quality of said zine concentrates to be 
shipped under this agreement shall be of the types known as jig zinc concentrates, 
table zinc concentrates, and flotation zinc concentrates, and any of such zine 
concentrates so shipped shall be of a grade assaying 57 percent zine or higher. 
Should seller produce a grade of zine concentrate below 57 percent, buyer agrees 
to negotiate with seller for the purchase thereof. 

(5) Freight and hauling erpenses.—It is agreed by and between the parties 
hereto that all freight and hauling expense from Tri-State District to the smelter 
of buyer shall be for the account of buyer. 

(6) Price and settlement basis.— 

Zine: All zine concentrates sold under this agreement by seller to buyer shall 
be f. o. b. bins of seller. 

Buyer shall pay seller for the dry weight of all such zine concentrates sold 
to it at the weekly open market price in the Joplin or Tri-State District for zine 
concentrates for the week in which the concentrates are shipped, as quoted in 
the Metals and Minerals Market, a weekly publication of the Engineering and 
Mining Journal. 

The price shall be based on 60 percent concentrates with the usual District's 
practice of increasing or decreasing for payment above or below 60 percent. 











306 DEFENSE PRODUCTION ACT 


If, however, the price so determined for any week shall be less than a price 
determined as follows, then for zine concentrates delivered in such week, the 
price to be paid shall be determined as follows: 

Average East St. Louis market price of prime western slab zinc as quoted in the 

Metals and Minerals Market for such week : 

9.00 cents to 9.99 cents 
10.00 cents to 11.99 cents 
12.00 cents to 14.99 cents 
15.00 cents and over 
Price to be paid for zine concentrates (to be adjusted to nearest even dollar) : 

5.55 times slab zine price 
6.00 times slab zine price 
6.30 times slab zine price 
6.60 times slab zine price 


Cadmium: Should seller at any time during the life of this contract produce a 
zine concentrate containing cadmium in excess of 0.4 percent or 8 pounds per 
ton, they will immediately bring this to the attention of buyer and then payment 
of all cadmium contained in excess of 0.4 percent or 8 pounds per ton shall be 
paid for on the same basis that buyer is at that time paying other sellers for 
cadmium content in a similar grade of concentrates being bought by the buyer in 
the Tri-State District. 

All settlements will be made by buyer for ore shipped by seller each week as 
soon as exchange of assay information is available. 

(7) Shipments.—Seller shall ship its production of zine concentrates to the 
smelting operations of buyer in accordance with buyer’s instructions as said 
concentrates are produced. 

(8) Loading, sampling, and assaying.—It is agreed that both parties may have 
their representatives present at the loading of said zine concentrates in the Tri- 
State District and that said loading and weighing shall be done according to the 
approved and customary manner of the said Tri-State District and that at the 
time of loading and weighing of said zine concentrates samples will be taken 
in the customary and approved manner, which said samples shall be quartered 
down and divided into three portions, one portion to be retained by seller, one 
portion to be retained by buyer, and the third portion of the sample to be sealed 
and to be held by seller for umpire purposes if so needed. The comparison of 
assays shall be made with buyer’s Joplin office in the customary manner, and if 
the difference between the respective assays of the parties hereto is 0.50 percent 
or less on the zine assays, the respective assays of the two parties hereto shall be 
averaged for final settlement purposes. If the difference between the respective 
assays of the two parties hereto be greater than 0.50 percent on the zine aSsays, 
the third portion of the sample aforementioned shall be sent to an umpire agree- 
able to both parties, and the umpire’s assay shall be used for final settlements, 
provided they are between the respective assays of seller and buyer; and in the 
event the umpire’s assays are outside the assays of the respective assays of seller 
and buyer then the assays of either seller or buyer which are closest to umpire’s 
assays shall be used for final settlements hereunder. Party whose assay is 
farthest away from the umpire assay shall pay the expense of using the umpire. 
As soon as possible after the samples herein referred to have been taken both 
parties hereto shall have a moisture determination made on their respective 
samples, and the moisture percentage of both parties hereto shall be averaged 
to obtain the percentage of moisture to be used in determining the dry weight 
of zinc concentrates shipped under this agreement. 

(9) Treatment of ores for others.—It is recognized by the parties hereto that 
during the term of this agreement seller may from time to time produce zine 
concentrates from ores treated for other mining companies on a toll basis. On 
all such concentrates so produced by seller from ores on a toll basis seller may 
at its option either include any or all of such concentrate so produced as com- 
ing within the scope of this agreement, or it may return any or all of such con- 
centrates so produced to the party or parties for whom the ores were treated. 

(10) Suspension.—If at any time during the life of this agreement, the opera- 
tion of seller’s mines and mill shall become unprofitable, seller shall have the 
right, on thirty days’ written notice to buyer, to discontinue shipments of con- 
centrates under this agreement until such time as seller may again commence 
operations on a profitable basis. Buyer shall likewise have the right, upon 
thirty days’ notice in writing to seller, to discontinue receipt of concentrates from 
seller in the event the operations of buyer’s plant in which such concentrates are 
being processed shall become unprofitable. Upon either of such happenings, the 
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parties will confer for the purpose of determining whether an adjustment may 
be made to the provisions of this agreement which will permit the party whose 
operations have become unprofitable to continue operations. In the event that 
seller’s plant or buyer’s plant which is processing such concentrates shall be 
closed down because of unprofitable operations and shall subsequently resume 
operations, this agreement shall again become effective. 

(11) Sale of concentrates or metal to Government for stockpiling by the 
seller—If during the term of this agreement seller shall have the opportunity 
of extending mining operations in its property or of developing new properties for 
the purpose of delivery to the United States Government or any agency thereof 
of the zine content of the ore mined therefrom, then to the extent of the quantity 
of the concentrates required to enable seller to fulfill any contracts it may make 
with the United States Government or any agency thereof, it shall be relieved 
from liability of delivery of such concentrates to buyer, and buyer and seller 
shall under such circumstances negotiate in good faith for the conversion by 
buyer of such concentrates into the metal required for delivery by seller under 
such contracts to the United States Government or any agency thereof. 

(12) Force majeure—Fires, strikes, accidents, acts of God, war, insurrection, 
riots, civil commotion, or any mandatory action on the part of the United 
States Government or any other cause beyond the control of either party hereto 
shall relieve said party from the performance of this agreement to the extent 
that such uncontrollable influence prevents the performance of the covenants 
and conditions of this agreement. 

This agreement shall bind and inure to the benefit of the successors and assigns 
of the respective parties hereto. 

In witness whereof the parties hereto have caused these presents to be executed 
by their respective officers thereunto duly authorized as of the day and year 
first above written. 

W. M. & W. MinineG Co. 
By W. J. Wortey, President. 
AMERICAN ZINC COMPANY OF ILLINOIS, 
By H. I. Youne, President. 
STATE OF OKLAHOMA, 
County of Ottawa, ss: 


W. J. Worley, being first duly sworn states: that he is president of the W. M. 
& W. Mining Co., of Miami, Okla., and that records of said company are kept 
under his supervision, that the foregoing is a true and correct copy of contract 
entered into between said W. M. & W. Mining Co. and American Zinc Company 
of Tlinois on December 15, 1950, and that the same has not been modified or 
revoked to the knowledge of said affiant. 

W. J. WorLeEY. 


Subscribed and sworn to before me this 8th day of September 1952. 
My commission expires November 24, 1955. 
VELDA LyTLE, Notary Public. 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 


Washington, D. C., August 10, 1955. 
Mr. Harotp J. WARREN, 


Joint Committee on Defense Production, 
HOLC Building, Washington, D. C. 

Dear Mr. WARREN: I am enclosing herewith two communications which I have 
received from constituents in behalf of Mr. Howard I. Young. I will appreciate 
it very much if you will direct that these letters be made a part of the 
record. 

With kindest regards, I am 

Sincerely yours, 
JoHN J. DEMPSEY, 
WVember of Congress. 
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PoraAsH COMPANY OF AMERICA, 


Carlsbad, N. Mew., August 1, 1955. 
Hon. JoHN J. DEMPSEY, 


United States Representative, 
House of Representatives, Washington, D. C. 


DreAR CONGRESSMAN DeMPSEY: For your information I am enclosing a copy 
of a letter which I have written to Mr. Howard I. Young, president, American 
Zinc, Lead & Smelting Co. There is quite a record goes before this, but in brief 
Mr. Young has been criticized by the General Accounting Office on the handling 
of certain contracts during Mr. Young’s tenure as Deputy Administrator of the 
Defense Materials Procurement Agency. Mr. Young contends that this criticism 
is unjustified, and presented a very convincing case in a statement before the 
Joint Committee on Defense Production of the Congress of the United States, on 
July 14, 1955. 

The American Mining Congress has asked me to write you my views on matters 
of this kind, and on the general subject of businessmen in responsible positions 
in Government. In brief I think that there is a danger that businessmen, ap- 
prehensive of damaging accusations, sometimes unfounded, may not be avail- 
able in times of need, and it may become impossible to fill the necessary posts 
with responsible and able personnel. It would seem possible to avoid publicity 
in cases where investigations seemed advisable, until such time as a basis 
for accusations has been established. I think it would be beneficial to our 
country if the general atmosphere in this respect could be improved. Of course 
I realize the responsibility of businessmen to operate in an ethical manner. 

I know that your schedule is a busy one and therefore I shall not expect a 
reply to this correspondence as it is merely for your information. 

With best wishes I am, 

Yours very truly, 


G. F. Cooper. 


Peru Minne Co., 
Silwer City, N. Mewv., August 2, 1953. 
Representative JoHN J. DEMPSEY, 
House Office Building, Washington, D. C. 


Dear CONGRESSMAN: Recently I was a little shocked to know that an attack 
had been made on Mr. Howard I. Young who had been called into the Govern- 
ment as Deputy Administrator of the Defense Materials Procurement Agency. 

I want you to know that I have known Howard Young for some 40 years and 
have had many dealings with Mr. Young and the American Zinc Company: of 
Illinois over the past 15 years. In all this time I have never known Howard I, 
Young to do anything unethical, and I have found that he always leaned over 
backward to see that justice was done in every respect to everyone with whom 
he dealt. 

I feel that the criticism made by the General Accounting Office of the handling 
of certain contracts during Mr. Young’s tenure as Deputy Administrator of the 
Defense Materials Procurement Agency are uncalled for, and I was glad to 
read Mr. Young’s answer to these criticisms. 

During the emergency of war and police action in Korea, this country was 
ealled upon to produce metals beyond anything in the previous years. In my 
opinion, Mr. Young did an especially good job, and I trust that he will be properly 
credited with having done so. 

It seems to me that it is very important to our Government that they can 
call in the better brains in the country, especially at times when there is an 
emergency, and know that the leaders in industry will respond and give of their 
time and energy in helping our Nation. Criticism by congressional committees 
and the General Accounting Office may, in the future, make it very difficult to 
obtain such men. I am in favor of absolute honesty and integrity in all Gov- 
ernment work, but I see no reason for keeping the best men in the country out of 
Government. 

With kindest personal regards, I remain, 

Sincerely yours, 
Peru MINING Co., 
Jos. H. Taytor, Vice President. 


(The following letter was not received in time to permit the re- 
quested revisions in the text of this report.) 


Cpr ee ep cm 
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UNITED STATES GENERAL ACCOUNTING OFFICE, 
OFFICE OF COMPTROLLER GENERAL, 
Washington 25, August 25, 1955. 
Mr. HAROLD WARREN, 
Counsel, Joint Committee on Defense Production, 
Congress of the United States. 


DEAR Mr. WARREN: I appreciate the opportunity you have given us to go over 
the record of the hearings pertaining to zine contracts prior to its printing. 

With your permission, and in order to avoid any misleading implication, I 
would make the suggestion that certain footnotes be appended at appropriate 
places in substance as follows: 

1. At page 6, with an asterisk at the end of the fifth from the last line, a 
footnote to read as follows: 

“The question then being answered was understood to be whether most of 
the benefits and money went to ‘Young’s companies.’ It is believed that no ques- 
tion was asked as to money going to Mr. Young, nor did the answer intend such 
implication. No allegation has been made that any money went to Mr. Young 
in any of these cases.” é 

2. If the foregoing footnote can be inserted, then there should be an insert 
at page 172, referring to Senator Capehart’s alleged quotation to the effect that 
I said a good deal of money went to Mr. Young. The footnote should read: 

“See, as to this question, the statement and footnote appearing on page 6.” 

3. On page 10, at the end of the 16th from the last line, there should be an 
asterisk referring to a footnote reading in substance as follows: 

“The statement here made with respect to the source of the equipment was 
revised later on at the hearings ; see page 152.” 

Also, two obvious errors in the recordation of the testimony are here called to 
attention, as follows: 

(a) It was not said that “all of the $325,000 was wasted on administrative 
expenses, on salaries.” In fact, as the paragraph goes on to say, some of this 
money was used for the purchase of equipment. The correct statement should 
be, “* * * much of the $325,000 was * * *” etc. 

(b) There was no statement that the 1,200-ton-a-day mill cost $100,000 more. 
The reference to $100,000, if made, referred to the claims discussed in the follow- 
ing paragraph. The excess expenditure relating to the mill equipment pro- 
gram was actually said to be $60,000. 

I think it would be appropriate to revise those two statements accordingly, 
since it is plain that the transcript is not a true recording of what we said in 
those particulars. 

Sincerely yours, 
(Signed) W.L. ELtis, 
Chief of Investigations. 
x 











